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ABSTRACT 


As an outgrowth of the world system/dependency theory perspective 
on national development, there have been a large number of cross- 
national empirical studies of the effects of market and economic power 
dependency on economic growth. This thesis reviews these studies in an 
attempt to formulate a preliminary model using this literature as a 
guide. Our strategy is as follows: First, we put the empirical litera- 
ture into the theoretical context of its conceptual roots in the critiques 
of classical economics and modernization theory. Second, we discuss the 
differences in the research designs and measurements in the empirical 
studies. Third, the results are compared and where possible, conclusions 
are drawn about the ways in which dependency affects growth. Fourth, 
new analyses based on this review are presented. 

Snyder and Kick's recent blockmodel analysis of the world system 
suggests that of the six blocks comprising the periphery in terms of 
trade flow, military intervention, diplomatic relations and conjoint 
treaty membership networks, the two most extreme positions are exclusively 
African (1979:1114). For this reason, we limit our analysis to twenty- 
eight African countries. On the basis of our analysis, we conclude: 

(1) The effect of private foreign investment inports from the ex-metro- 
pole and aid has been to decrease the relative rate of economic growth 

of African countries. The effect of private foreign investment is indi- 
cated by the cumulative long term negative effect of stocks of PFI. The 
negative effect of aid is short term. (2) Short term percentage change 


in foreign investment increases growth. (3) This relationship is 
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conditional on the extent to which peripheral countries are differen- 
tiated in terms of their integration into the core. These results pro- 


vide preliminary support for the world system/dependency model. 
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CHAPTER ONE 


THEORETICAL OVERVIEW 


i. Ineroeduct ion 

This thesis is a survey of findings and a reanalysis of cross- 
national evidence of the effects of foreign investment, aid and trade 
on the economic growth of African countries. Our empirical concern with 
studies informed by the world-system/dependency perspective directs us 
towards the study of Africa for two reasons. First, as Robin Luckham 
suggests in his paper on the Ghanaian legal profession (1978), everything 
about contemporary Africa may be viewed as a manifestation of Africa's 
historical dependence on Europe and the corresponding structural con- 
ditioning of African society by the demands of a world-economy (1978:201). 
Second, Snyder and Kick's recent blockmodel analysis of the world system 
suggests that of the six blocks comprising the periphery in terms of 
trade flow, military intervention, diplomatic relations and conjoint 
treaty membership networks, the two most extreme positions are exclusive- 
ly African (1979:1114). 

From a theoretical standpoint, our research attempts to integrate 
the dependencia, dependency, and world-system literature into a general 
explanation of development and underdevelopment that links economic 
growth to international relations and the parameters of the capitalist 
world economy. 

The theoretical studies reviewed in Chapter One reflect the con- 
ceptual development of the world-system perspective from the Marxist 


critique of conventional economics and modernization theory. The 
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purpose of the chapter is to outline the major twentieth century con- 
tributions to the study of development and to relate these perspectives 
to the context of African history. At the end of the chapter we intro- 
duce the interrelationship of the theoretical discussions with the recent 


empirical work done in the area. 


II. Literature Review 


1. The Classical and Neo-Classical Position of Economics on 
Economic Development 


From the perspective of the classical economist, the under- 
developed economy becomes developed by progressive stages of product 
diversification and structural differentiation on the one hand, and in- 
creaSing sectoral integration on the other. The high degree of internal 
differentiation increases the adaptive capacity of the system to exog- 
enous shocks by creating structural features such as a market designed 
for the rational flow of the factors of production to undustry (Hoselitz, 
1962; Rostow, 1971). Sectoral integration facilitates the evening-out 
of intersectoral differences in level of development by allowing "spread" 
etfects to occur. ~(Kerr et al., 1964; Kravis, 1975; Ranis and Fei, 1961; 
Yotopolous and Nugent, 1976:7) Attaining the developed end-state is 
largely a question of perfecting market mechanisms or of initiating 
changes that will lead to self-propelled takeoff. (Yotopolous and 
Nugent, 1976:16) 

In summary, the economy is largely seen as a closed system from 
the standpoint of classical economics. Thus the developmental process 
is one of "transformation" (Flammang, 1979:54). It is largely an in- 


ternally-initiated sequence of national-economic decisions that 
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transforms an economy from the state of underdevelopment to the state 
of development. Certainly costs are involved in the process. These 
include the inconvenience of unemployment, economic inequality and the 
abstinence from consumption in the interest of net savings, however, 
the costs of development are de-emphasized in lieu of the benefits. 

There is a consensus among the mainstream of economists that 
the developmental process involves structural change in both social and 
political elements as well as economic. (See Charles P. Kindleberger, 
1965; Everett E. Hagen, 1975.) By building on to the assumptions of 
the classical economic model, the collective body of works known as 
"modernization theory" has incorporated social and political variables 
into an explanation of development that is basically a twentieth century 
adaptation of the tradition/modernity dichotomy formulated by Tonnis 
(1956), Durkheim (1961) and Spencer (1914). Although the modernization 
literature stems from the suggestion that the task of development is not 
exclusively economic, the key variable in defining modernity remains the 
economy (Levy, 1966). Economics is integrated with sociology and 
political science in an attempt to determine the economic consequences, 
at the national level, of the modernization of individuals. 

2. Modernization Theory: The Socio~Political Variant of 

Classical Economics 

According to the modernizationists, "... self-sustained growth 

and mature economic structure are both the most difficult achievement 


and the final test of successful development." (Portes, 1973b:255). 
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Following their role models in Scenomics, - students of modernization 
account for development in terms of internal processes (Eisenstadt, 
1966; Stanley, 1972; Smelser, 1963). Only the substantive focus of the 
independent variables is altered to include urbanization, literacy, 
social mobility, mass media communication, factory maturity and demo- 
cratic government at the structural level (Portes, 1973b:249), and 
changes in attitudes, aspirations and values associated with the "mental- 
flexibility" that accompanies urban-industrial society (Portes, 1973b: 
249; Inkeles and Smith, 1974) at the individual level. 

Rostow (1968) suggests that the modernization perspective was 
formulated by Western intellectuals as a response to the post-colonial 
emancipation of the non-West (42). In a review of the history of 
modernization theory, Almond (1973) adds that the area drew its sub- 
stantive knowledge from the familiar structural-functional framework of 
Western-historical experience, in order to generalize about an un- 
familiar Third World from a universal model of societal change. 

Paradoxically, the theory's formulation (Almond and Powell1:1966; 
Almond and Coleman:1960; Apter:1965; Pye:1966) generally explains "post- 
colonial" emancipation ahistorically, in terms of universal systemic, 
symbolic and/or structural characteristics (Bendix:1968; Riggs:1964), 
while interpreting the "non-West" component with a "once-only, European- 


parochial, perpetual progress" model of development (Gellner, 1969:139). 


1. But with the exceptions of the 'diffusionist' emphasis on the 
borrowing of modern traits (Bendix, 1964) and the 'transfer of technology' 
theorists (Moore and Feldman, 1960) who imply that domestic development 
can be enhanced by exogenous resource flows such as investment and aid. 
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The comparative-history and social process variants of this model 
may be understood as attempts to refine the initial argument, and the 
current trend of social psychological work in the area of political 
development is, in part, a response to the inadequacies of the modifica- 
tions. Comparative-historians (Black:1966; Eisenstadt:1966; Lipset:1963; 
Rustow:1967; Huntington:1968) address the functional model's internal 
ambiguity by differentiating between patterns of modernization, phases 
within the patterns (Rostow's five stages of economic takeoff) and roles 
of internal groups in the reorganization of traditional political modes 
(Eisenstadt). The social-process people (Lerner:1958; Deutsch:1961; 
Cutright:1963; Hudson:1968) focus on the reorganization of traditional 
structures in an attempt to sort out the relationship between the re- 
organization or political-integration of the modernizing society (Lerner) 
and the political mobilization (Deutsch) or breaking down of traditional 
patterns of association. 

Some problems with the modifications of the structural functional 
model stem from the underlying acceptance of the basic model's economic 
format and teleological limitations. One problematic assumption concerns 
rational choice. Often disguised as the ‘cultural contact' theory or 
the 'exposure to the benefits of modernity' thesis, 'rational-man the 
economic maximizer' arguments explain modernization with a two-step 
process of conversion followed by change. The conversion, or change 
in traditional values translates into a personality type associated 
with McClelland's (1971:84) concept of 'n Achievement', or with the 
more standard economic role of entrepreneurship (Hoselitz, 1964; Rostow, 


1971). Portes criticizes the conversion thesis for two reasons. First, 
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he questions the assumption that the same social means and the same 
motors which led to Western change must be employed in the Third World. 
Second he is skeptical of the necessity of changing traditional institu- 
tions that need not be necessarily anti-economic (1973b:255). 

More fundamental are the ambiguities associated with the under- 
lying assumptions of rational choice. As Migdal suggests (1974:193), 
rational-choice conversion is without severe discontinuities; the more 
differing sectors interact, the more individuals will gain the attributes 
associated with modernity. First, this passive and inevitable process 
of integration may explain the occurrence of modernization. After tra- 
ditional structures break down, however, Hagen's (1962) conclusion about 
the extreme stability of traditional society leads one to question how 
this stability was initially undermined. The colonial slave trade in 
East Africa and the wholesale seizure of West-coast land for export 
production come to mind, but this destruction of Africa's traditional 
economic and societal structure was anything but passive. Second, the 
relationship between exposure to modernity and economic progress is not 
empirically substantiated for the Third World. Moreover, it may not be 
possible to determine such a correlation given the enormous methodolog- 
ical jump one must take to connect value changes at the individual level 
to structural changes in institutions, to aggregate economic growth. We 
will discuss this problem further in the review of the empirical litera- 
ture, however despite decades of cultural contact, foreign investment 
and technology transfer, the Third World has continued to display little 
change in its low economic position while the rich countries have con- 


tinued to increase their wealth. 
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3. Marxist Economics: An Alternative Explanation of Development 

Colin Leys (1977:1) states that anyone looking for the origins of 
the world system/dependency perspective on underdevelopment must begin 
his search in the writings of Marx and Lenin. Marxist economic analysis 
has a special interest in discrediting the "abstinence" theory of eco- 
nomic development. The Marxist analysis is more successful than the 
classical-neo-classical perspective for two reasons: First, by shifting 
the substantive concern from the need to save the costs of forces labor 
and the appropriation of surplus poverty, Marx effectively shifted 
theoretical concern from the study of the maintenance of internal 
equilibria to the study of disequilibria and recurring breaks in the 
developmental process that have enlarged rather than diminished existing 
inequalities. Second, Marxism has placed these discontinuities into 
the historical context of the imperialist and neo-imperialist expansion 
of capitalism, thereby demonstrating the connection between the history 
of Western modernization and Third World underdevelopment (Hobson, 1902; 
Lenin, 1939; Mandel, 1975). Change in the Third World was not an endog- 
enous path through stages, but a process subject to powerful exogenous 
forces. Enormous income differentials and massive unemployment appeared 
as consequences of the progressive evolution of internal class divisions 
rather than balanced growth (Kay, 1975). Gutkind and Wallerstein (1976: 
11) argue that inequality and unemployment indicate the negative inter- 
action between internal and external developments in the peripheral 
colonial and neo-colonial economies. Vital to this interaction is the 
lack of internal sectoral and group linkages, or, more generally, the 


lack of internal economic differentiation. Rather, local elites control 
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any possible transformation of the rural economy, subjecting its develop- 
ment to the requirement of the extractive-export sector without stimu- 
lating any backward linkages (Wallerstein and Gutkind, 1976:1l1). What 
emerges is a dualism that reveals a dialectical relationship between the 
"modern" export-import sector and the distorted "traditional" economy 
(Wallerstein and Gutkind, 1976:13). Moreover, the classes that have 
emerged in underdeveloped countries are "not reflective of an autonomous 
economy but [are] auxiliary to the world class structure" (Magubane, 
iaieete).. 

Although he is not considered as a Marxist economist, Gunnar 
Myrdal (1957) points out that on the other side of the spread effect 
created by the capitalist market is the backwash effect. Among the 
developed nations, class struggle and political processes have strength- 
ened the spread effects, resulting in a more even distribution of develop- 


ment. In underdeveloped nations, the facilitating factors have been 


2. From the dependencia perspective (Arrighi, 1970; Furtado, 
1972; Girling, 1973), the class structure of underdeveloped countries 
is dominated by a small economic elite whose main loyalties are to 
foreign economic actors as a result of mutual interest in the control 
of production for export. The extremely unequal income distribution 
of the periphery (Kuznets, 1955; Kravis, 1960; Paukert, 1973) is 
eteripbuted to this type of class structure (Kay, 1975). Historically, 
this type of class formation is the consequence of the state control, 
economic penetration and dependence that has characterized the core- 
periphery relationship in the world system (Chase-Dunn, 1975). By re- 
tarding the development of spread and multiplier effects (Baer, 1967; 
Furtado, 1972; Girvan, 1973; Singer, 1950), the structure also assists 
in the perpetuation of "dependent" growth. 

However intellectually compelling the class-centered argu- 
ments may be, little systematic empirical work has been done to specify 
the link between economic dependency, class phenomena and economic 
underdevelopment (Delacroix and Ragin, 1976:8). Moreover, a substantial 
controversy exists in the literature over the appropriateness of measures 
of class structure used. (See Stavenhagen, 1975:19-39 and Kay, 1975 for 
Summaries of the opposing views.) 
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blocked, sectoral linkages have not been eatablished, and the distribu- 
tion of income has been skewed in favor of the rich. Moreover, penetra- 
tion by foreign investment has drained surplus through the repatriation 
of profits and interests, further contributing to the backwash effect of 
the uneven distribution of wealth (Chase-Dunn, 1975:722). The same type 
of analysis can be applied to the absence of trickle-down effects in the 
Third World. Adelmann and Morris (1973) show that inequality increases 
with growth in the Third World. Finally, dependent growth does not lead 
to the complex internal differentiation that is supposed to facilitate 
the trickling down (Furtado, 1972; Galtung, 1971). 

In sum, the Marxist influenced economic analysis has revealed 
that the study of development and underdevelopment is predominantly a 
study of disequilibrium. There is a qualitative difference between the 
state of stationary underdevelopment and the process of sustained 
growth (Yotopolous and Nugent, 1976:5). The two "stages" do not belong 
to the same continuum. Underdevelopment is not a stage from which a 
country ‘“takes off"; rather; it is.a*distortion: that aborts the indi- 
genous developmental process and replaces it with one that suits the 


purposes of Western imperialism (See Baran, 1957:140-150.) 


4. World-System Theory as an Outgrowth of Marxist Analysis 

World-system theory organizes the Marxist~generated inventory of 
distortions associated with the expansion of capitalism (the general 
category to which imperialism belongs) on a global scale into a coherent 
world economic structure based on a functional and geographic division 
of labor. (See Wallerstein, 1972, 1974a.) Two consequences of this 


geographic division of labor are trans-national coalitions of economic 
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interest that use non-market devices to ensure short run profits 
(Wallerstein, 1974b:403) and the direct movement of economic actors 
into positions of influence in the economics and politics of non-home 
countries. These effects have shifted the level of analysis from the 
nation-state to the world economy, at least conceptually. 

From the world-system theory perspective, classical development 
theory represents a throwback to nineteenth century evolutionary theories 
of social change that merely shifts the substantive preoccupation from 
the development of Western Europe to the development of the Third World. 
Although some critics of the modernization perspective agree that an 
evolutionary perspective may be acceptable as a broad description of 
social history, they argue that its utility breaks down at the concrete 
"middle-range" level of empirical applicability. (See Portes, 1967:64.) 
Although modernization theory does focus on discontinuities and reversals 
in the developmental process, its formulation is so vague that testable 
hypotheses are difficult to come by. Modernization theory gives only 
tangential attention to external factors and avoids dealing with the ex- 
change and confrontation, such as the penetration of national structures 
by multinational corporations, that take place within an integrated 
world system. Finally, as our overview of Africa's history graphically 
illustrates, the grafting of a theory of Western European development on 
to the situation in the Third World is highly misleading. The auto- 
centric development of Europe could not have been replicated once the 
parameters of the world economy were defined. Consequently, the concep- 
tualization of underdevelopment as the first stage of the evolution of 


a traditional society to a modern one totally ignores the historical 
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context in which "modern" structural features have perpetuated weakness 
and stagnation in certain societies (Wallerstein, 1974a:350). 

Africa offers a particularly good example of this process since 
at the time of its incorporation into the world system, it was neither 
inferior nor weak compared to the rest of the Old World (Amin, 1976:49). 
The contemporary relationship of Africa to the rest of the world, how- 
ever, is one that subordinates the entire continent to the economic and 
political demands of the major Western powers. The position taken in 
this thesis is that an understanding of the mechanisms of the trans- 
formation of Africa can provide the basis for a more general theory of 
the transformations of any geo-political unit that result from its 


integration into the periphery of the modern world system. 


5. The African Historical Context 

The historical antecedent of Africa's political and economic 
relationship with the world system was established in the pre-mercantil- 
ist period of trans-Saharan trade (Amin, 1976:50). During this period 
the importance of exporting gold, ivory and slaves was that these ex- 
ports provided the indigenous ruling classes with a means of procuring 
Scarce luxury goods that assisted in the strengthening of their estab- 
lished social and political power (Wallerstein, 1976:21). To the ex- 
tent that the trade contact between the various African systems and the 
European world-economy was a trade in luxuries, the two systems were in 
each other's "external" arenas, and, as indicated by the negligible 
effects of the frequent stoppages of trade before 1700, the consequences 


of this luxury trade were small. As soon as the trade shifted into an 
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exchange of essentials, however, the two arenas became a single division 
of labor (Wallerstein, 1976:31). 

Historians of both the right (Oliver and Fage, 1973) and the 
left (Amin, 1976; Wallerstein, 1976) agree that during the eighteenth 
century the export slave trade began to have revolutionary effects in 
West Africa, shifting the centers of wealth and power in West Africa 
away from the trans-Saharan routes of the Sahel towards the coast. The 
interpretive difference lies in the general effect of this shift and in 
the extent of European involvement. 

Fage and Oliver suggest that the direct European share was 
negligible (1973:123). With the exception of early Portuguese mission- 
ary work in Benin, the Congo and the Cape Verde Islands and some settle- 
ment on the Gold Coast and at the mouth of the Senegal, Europeans in 
West Africa "were interested solely in exporting its produce, and in 
effect only in the slave trade" (1973:124). The principal effect of 
the coming of European traders to the coast was the stimulation of the 
well-established 'Sundanic' civilization in Guinea (Fage and Oliver, 
1973:126). For as long as the commercial relations between Africa and 
the world economy remained centered upon the slave trade, "it was in- 
evitable that contact should be slight and influence indirect ... 
[because] the slave trade was so profitable that it discouraged almost 
all attempts to develop other kinds of commerce" (Fage and Oliver, 1973: 
Thee Bh I 

In contrast to Fage and Oliver's position, Wallerstein argues 
that the period between 1750-1900 demarcates an important change in the 


Significance of the slave trade. "Slave exports from Africa had 
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certainly now ceased to be a "luxury" item from the point of view of 
the capitalist world economy" (1976:32), and the expansion of the slave 
trade from about 1700 was effecting the social structures of the ex- 
porting regions (1976:33). The coastal regions of Africa were, at this 
point, being "incorporated" into the world economy and thereby becoming 
peripheralized (1976:33). 

From the world-system perspective, the mercantilist period (1750- 
1900) brought a two-edged expansion of Europe's economic activity in 
Africa. This expansion accounts for both the quantitative increase in 
the demand for slaves and the need to include new areas of primary pro- 
duction. From about the sixteenth century, Europe had been evolving 
through an internal process that consisted of the destruction and re- 
placement of the pre-capitalist (feudal) modes of production with 
capitalist modes. The Industrial Revolution was preceded by an agri- 
cultural revolution that simultaneously increased agricultural produc- 
tivity and released part of the labor force for employment in urban 
areas. This selective relocation of labor created an urban market for 
the agricultural surplus that was generated by the increased agricultural 
productivity and established the conditions for autocentric industrial- 
ization. It was only when the possibilities for capitalist expansion on 
this basis were exhausted that capital expanded on a world scale seeking 
profits and new markets (Amin, 1976:187; Leys, L9OV7:292}% 

The profit versus market-seeking motives presented Europe with 
somewhat of a dilemma in Africa. On the one hand, the import of slaves 
was essential to production, though, ultimately, the slave production 


in West Africa proved less profitable than cash-crop production. The 
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solution was the gradual phasing out of the slave industry in Western 
Africa, accompanied by the introduction of agricultural technology. By 
transferring the external arena of slave recruitment to the East African 
Savannah the demands for slaves was met without disrupting the conversion 
of West Africa to cash crop production (Wallerstein, 1976:36). 

For the most part, the peripheral zones of West Africa retained 
their local sovereign political institutions until the middle of the 
nineteenth century when the combination of growing European versus 
African competition for African markets and the growing challenge of 
German, French, and American industry to the British world-market hege- 
mony resulted in the formalized partitioning of Africa (Wallerstein, 
1976:39). According to Wallerstein, the result of this formalized 
partitioning was a second wave of the integration of Africa into the 
world economy. This integration was more extensive, more intensive, and 
it reorganized the African class structure, thereby altering the social 
organization of Africa's exporting regions (Wallerstein, 1976:32-33,39). 
The progressive weakening of the African state structure corresponds to 
the maturation of Africa's permanent relationship with the expanding 
capitalist economy. 

Fage and Oliver present a different interpretation of European 
motives in Africa. Before the middle seventies of the nineteenth 
century, the whole trend of European thought was against expansion, and 
certainly "for the first three-quarters of the nineteenth century, the 
history of Africa is by no means synonymous with that of Europe in 
Africa" (1973:147). In 1879, the year of the French advance into the 


Sudan and the British move to open the Niger, West Africa was still 


ce i ie i a 4 ae 7 7 
} eo ) 
f 
= 7 
¢ 4 a 
es 
‘ os - a a, Pe _” - 
YYOFEOR TL Vis Os aveta <yis "oO Joe pink | 
5 = : F . we 
a _ ™ > _ ; : f ; 
a Maer a> Leta Iaohrge 20 hos Sosslpos FTE aly vi — 
i 7 As 5 : 


a treat au fouy SVB. 


. Ay 
~ - _ 7 = 
; «i bayet dP) Ghrs9cQe70 Goi he- 
> de + ~ 
1. gaa 3 p f<Jartkhigea oc \¢aby Cecer Bde 
2 a ! 
. , . 4 
3 ecMrrey 202 ad 5! wees. Jen SG se) Or at 
we 4 4 
ro netd* wed 5} asta duce eo neds 
é S ite" 
~G 
: ne ome yi evi eh Piet, Wy ennehs’ 26? aad 
oA 
- 82 
’ r 3 afi nee 7 Tes Léa 
amis Sa 
- * tec sift to La 
2 eae + 
“iis » Ogee 7 .Nhvl Save 
. ae 
- 
i) Z 02> be > se , -_ 
a ; 
» - 
33.1 [i “os un Kw 14 Ja 7iit. Ba 
, 
r 
. : 
‘ ” i= pe gi’ q as eae ¢ P 
>. a A > ow 
Pot 5A Leuven | eet Moke 
avi, t21Ccee HICSS Co ay 
- me > ‘i ° ~ 475 _ wy 
¥ fa er , wis i J e ta” @ iso a". “i r wis i LI 6 
7 . / 
: - P a . = : ‘. es 
*¥ A vriw Sete Holy e. o'r SOARES a's i eS Sa a 4 ae} 
i rk Lt : — 


7 


2 ae, 
- Ye! Hose 2 
‘« ib; 


rook ‘ Soon btesdad1StAs Ing sahet D 6 3m aet2 ear ber ie 


Peuet 


ine : 
_ 


F : : . Xa te ae 
ads t¢ oo dnoved S£6bia oi? ox07h a — 
bee «x feeecge> cathape caw 2apeods nes ical o wnss3 sie 


ie Amos» gansbgacin ae | 38 nin ea i ate: oi 


. ' 


ch 
Ae 


x ” fd 
omy QTR .& one L. 


a J 
n 


Raut x0 Rand aidallaacshatin sascat ¢ ae 


sa 
PAs. . a & 


15 


largely free of European penetration and "little had yet been done to 
bring West Africa into the European fold" (Oliver and Fage, 1973:160--162). 
Algeria was French, French Senegal and the British Gold Coast were 
colonially administered, the British colonies of Gambia, Sierra Leone 
and Lagos were only small enclaves. There was some Portuguese influence 
in the area to become Portuguese Guinea, Gabon was a small naval sta- 
tion, and apart from five or six coastal towns, Portuguese Angola and 
Mozambique were ill-defined trading preserves. "North of Mozambique, 
even the coast was still virtually untouched by European political 
power" (Oliver and Fage, 1973:184). The only deep penetration was in 
the extreme south of Africa (Oliver and Fage, 1973:186). 

According to Oliver and Fage, the partition of Africa was by no 
means a necessary consequence of the opening up of Africa to European 
influence during the first three-quarters of the nineteenth century 
(1973:186). Moreover, the motive behind the partition was certainly 
not economic imperialism, because early twentieth century Europe was 
in no need of an increase in African products, and African markets 
accounted for a negligible proportion of European exports (1973:200). 
The colonial governments did not change their minds until the period 
between the first and second world wars (1973:211). Beginning in the 
1940's, the colonial powers began financial assistance to stimulate 
African economic development (1973:219). 

Regardless of which side of the historical argument one comes 
down on, there is a distinct difference between the autocentric develop- 
ment of the European center of the world economy and Africa's movement 


into the periphery. This contrast reflects the external source of 
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Africa's development initiative and its dependent integration into the 
world system. Whether one dates the incorporation of Africa to the end 
of the mercantilist period or to the period following the second world 
war, it was at the impetus of the core that Africa began to function as 
a peripheral export sector, providing raw materials and food production 
at low costs and high profits. Because the African infrastructure was 
designed to get raw materials out for processing, economic links were 
established with international capital rather than with indigenous 
economic sectors (Ehrensaft, 1971). Because these externally-oriented 
linkages transferred demand to the international economy, the multiplier 
effect of development of the export sector on inter-sectoral demand was 
weakened with the result that Africa's economic integration was re- 
tarded (Singer, 1971). 

In contrast to the stages of European industrialization, external 
manipulation replaced agricultural revolution as the precursor of in- 
dustrialization in West Africa. Traditional modes of subsistence farm- 
ing were juxtaposed with modernized export crop production. The in- 
creasing pressure of export crop production on the land combined with a 
high displacement of rural labor to produce massive unemployment and 
low rewards to labor that further encouraged foreign capital to con- 
centrate and establish "modern" export sectors (Amin, 1976). In sun, 
the center's emphasis on exporting activities in the allocation of both 
financial (capital-intensive versus labor-intensive) investment and 
technological investment "extraverted" the peripheral economy and 
established export-sector dominance (Amin, 1976:20). In this way, the 


underdevelopment sequence gradually took shape as the external economic 
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market structure assembled the conditions for the periphery's complete 
dependent integration into the world system and the corresponding weaken- 
ing of its state structures (Mandel, 1975:346). 

Africa's integration into the world system was expedited by the 
core's maintenance of local elites as "transmission belts" of exploita- 
tion (Amin, 1976:327). In return for political support and the appro- 
priation of some tribal lands, local elites assured a smooth functioning 
of the economic status quo. During the colonial period, for example, 
the reorganized class structure combined with direct political domina- 
tion to multiply the means available to capital to attain cheap exports 
by exporting both Africa's labor and her natural resources (Amin, 1976: 
326). In Eastern and Southern Africa, where large supplies of labor 
were needed for mineral exploitation, local groups that were allied with 
international interests dispossessed entire rural communities and drove 
the residents back into confined "labor reserves" with no means of 
modernizing and intensifying their subsistence production (Amin, 1976). 
Less direct but equally as effective, were the "economie de traite" 
methods used by local allies in West Africa to "tempt" farmers into 
large-scale cash-crop production (Amin, 1976; Wallerstein, 1976). 

To draw the general conclusions from the history of Africa's 
underdevelopment, we see that the world system has come to be defined 
by the extensive functional (occupational) and geographic division of 
labor that has unevenly distributed the range of economic tasks 
(Wallerstein, 1974:349) between the system's periphery and its core. 
Whereas autonomous growth in the core has meant development, dependent 


growth in the periphery has "disarticulated" the economy, resulting in 
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a "development of underdevelopment" (Amin, 1976:292). The features that 
have come to define the core-periphery relationship are: (1) the 
Siphoning off by the core of the periphery's surplus profits, (2) the 
core's exploitation of the periphery's labor and consequent massive un- 
employment in the periphery, (3) unequal exchange between the core and 
periphery, and more recently, (4) the emergence in the core of multi- 
national corporations that have both maintained and extended the core's 
exploitation of the periphery by allying themselves with the periphery's 
bourgeoisie (Barratt-Brown, 1972:20-21; Mandel, 1975: 344-345). 

The political implications of the integration of the periphery 
into the world economy is a pattern wherein state structures are rela- 
tively strong in the core and weak in the periphery (Wallerstein, 1974: 
355). On the one hand, strong state machinery means strength vis-a-vis 
both other states in the world system and other political units within 
core states. One consequence of this strength is that the complex 
division of labor within core states resembles the organization of the 
larger world system. Another consequence is that the strong state is 
able to act as a partially autonomous entity to protect its competitive 
advantage by providing an ideological justification for the maintenance 
of existing disparities (Wallerstein, 1974:349). Finally, the strong 
state actively contributes to the widening of disparities by using a 
"tipping" mechanism where, after a point, strength creates more strength. 
For example, a large tax revenue enables a state to maintain a larger, 
more efficient civil bureaucracy and army, which in turn leads to 


greater tax revenue, more wealth, and more power (Wallerstein, 1974a:356). 


a ee ales 3 
cece astiaies, et (cohol  1ieA) "Sram levees =) a ee 
=z = . “rt 
a mee al . 
seihel a : ann rie iL jn be~ ta rer Adee yite ied oF r _— 
| i a Una 
iy { $9 itesg -aubgeve: e! yxetignmad okt To eet ons a mo Beit 


Apel 
_ 


pevr" 
—e sie te 
jnzupser7ar. Dae del. a edgineg eh tars 


r . p$ewirad Joab “Mere Pramery (E} Veredatis@ 6a2 ork | 33 


= 5 | s60 Sa? ok sonaprege os 6), vionsoet sgom S384 


% hocs® Bhs sen thecoiss wee ‘oved (emt Facste 
= 2 {i82i + preawed iC yeentswd sa 14.8 


~ 
a 

= 

- 


ae al 
4 
4 


Ca0h:47EL sited ese8) aletongm 
: ord ™ 
ite dot gosta jiu Sco +4 sack gegl ign tess ilog ent, 


‘aga nloracdy oisdded &£ ¥) oneoe Dit: 
: « 


° edz i i‘ ‘ os ; it eo AGE ea! en> mi 
al — 
— 
4 5 io wrir eng isle) fazer G6 
; é 
cy “é SS 7124104 a # ., oftw 5 mt ay? ots 
" yet ¢ itasteit.. sal SONSeL, PERS aot 
. £ 
oAy mak? Mee ‘ of: sitinsee: seljez< 2 S 446 1046 
es64%2 o099 1 SRS gt eotaty (32 SUIFORS 
* 


tats ars trre7oO'X Mas VoL. 2 MMV OY r hos La4) A .86 } 

A - : . | i _ 

5 wtreal stare fenigefess as. gakbe wone ret: 
; ” 


gretzc Bg, yYttecIt .ichts ht ,obadeteisel], seks its Sta 
wh wt enitiesqgeti 1° yairetiw edd od eetods vain laa 


-ifpaaase sOm 2025615 tlieoorte ..gaieg- ae Yatia ered onde 


} po 
9Gee © abhdiige of oade gy AGEA8 BUA-VSD BES OPTAL F 


_ re 7 = _ 
- 


Tie 


.) shee. ieiabd 2 


19 


The weak state, in contrast, has very limited potential for 
strengthening its position either internationally or vis-a-vis other 
local political units. According to world system theory, the weak state 
cannot prevent the penetration of its economy by the investment of 
foreign capital nor can it regulate the effects of this investment 
(C.F. Snyder and Kick, 1979:1099). Once the division of labor has been 
established, the world system functions as a parameter within which 
various relationships between core and periphery countries can operate 
but all with the same result: the development of core countries and 
the underdevelopment of the periphery. 

This chapter has introduced the world-system perspective and its 
relevance to the explanation of Africa's historical exploitation and her 
contemporary dilemma of economic underdevelopment. Marxist economics 
may be criticized from a theoretical standpoint because its formulation 
has been predominantly a criticism of the weaknesses of classical 
economics and modernization theory. Although the Marxist critique has 
underlined the importance of considering exogenous influences, structural 
distortions and discontinuous change in the developmental process, its 
weakness is that it remains, to a large extent, a "negative" theory. It 
is rather fragmented inventory of valid criticisms, insights and 
historical analyese. One major contribution of world-system theory has 
been to supplement this disjointed inventory and organize it into a 
coherent picture of the world economy. 

The impact of the world-system perspective on the academic com- 
munity is evident in the increasing amount of empirical literature on 


development and underdevelopment that attempts to control (or at least 
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acknowledges the need to control) for world-system position in its data 
analysis. (See Snyder and Kick, 1979:1101-1103 for a summary). Even 
within the modernization literature, empirical attempts have been made 
to reconcile the effects of external influence on internal change. 

(See Delacroix, 1976; Delacroix and Ragin; 1979). Borrowing from 
Flammang (1979), we will refer to this particular set of studies as 
"developmental". 

The continuity of the world-system orientation to developmental 
treatments of economic growth is established by a common reaction to the 
neo-classical economic assumption that growth is largely a process 
endogenous to nations that occurs as an ordered sequence typified by the 
Western experience. To maintain this continuity, we will begin our re- 
view of the empirical literature, Chapter Two, with a discussion of the 
developmentalist attempt to incorporate world-system arguments into the 


modernization perspective. 
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CHAPTER TWO 


REVIEW OF THE EMPIRICAL LITERATURE 


Lee licrouuction 

The developmentalist perceives "historical evolution ... [as] no 
longer being from traditional societies to modern societies, but rather 
from colonialism to independence, and [as] a shift away from Europe and 
America to an appreciation of Asia, Africa, and Latin America" (Irving 
Louis Horowitz, 1977:5). This statement of the developmentalist position 
has two theoretical implications related to the distinction between 
"traditional" and "underdeveloped". First, the statement emphasizes the 
relevance of the world system in the context of the shift from colonial- 
ism to independence. Second, the distinction leads one to question the 
Weberian causal chain between values and modernization. (see Smelser, 
1964:264-65 for a summary of the derivation of the argument). Before 
we discuss the incorporation of the world-system arguments into the 
modernization thesis, however, some clarification of the world-system 
position is required. 

One can distinguish at least three theoretical perspectives in 
the world-system literature: dependencia theory, world-system theory 
and dependency theory. 

According to Duvall, the focus of dependencia theory is on the 
economic, social and political distortions of peripheral societies that 
result from or are reflections of the incorporation of those societies 
into the global capitalist system (1978:55). Largely a response to 


Latin American underdevelopment, this holistic-descriptive analysis of a 
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historical process and its corresponding social-structural transforma- 
tions demarcates a broad context of inquiry, avoiding and often reject- 
ing the need for conceptual precision and measurement. Moreover, the 
arguments are not intended to be general formulations applicable to a 
wide range of situations and contexts, rather, they are descriptive 
statements whose validity is contingent on a particular context (Duvall, 
1978 255-56) 

That context is provided by the world system. The world system 
perspective suggests that international economic history may be viewed 
as the expansion of the capitalist world economy. In the world system, 
the three structural positions of countries, core, Ssemi-periphery and 
periphery (Wallerstein, 1974:301-2, 349-50), are structures of economic 
inequality that reflect the refinement of a world-wide division of labor 
established in response to 16th century patterns of international trade 
(Wablerstein,;w1O724¢eChirot Algol Zs (ol. tLbewHorowLtzaisyvquite -correctain 
his interpretation of historical evaluation as being from colonialism 
to independence, although this captures only a part of the sequence. 
Consider the African example. 

The historical integration of Africa into the world-economy has 
left the remnants of colonial 'spheres of interest' policies which are 
still pursued in direct investments, trade and aid. The pattern of 
monopoly position in foreign direct investment, defined as 70% or more 
of investments controlled by one investing country, reflects nineteenth 
century colonial divisions. France had a monopoly position in 1967 in 


twelve African countries, two thirds of them former colonies and was 
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close to monopoly in two others. Four of twelve were highly penetrated). 
The UK occupied a similar position in eight African countries (nine in- 
cluding Rhodesia) and half were highly penetrated (Hveem, 1975:68). 

This does not mean, however, that metropolitan interests have been 
stabilized in a permanent division of Africa, rather, Africa's position 
has been stabilized in a permanent relationship with the metropoles. 

In contrast to the dependencia approach's anti-empiricism, the 
mechanisms that reinforce structural barriers against economic growth 
in the periphery indicate that these labels are not merely descriptive, 
as the dependentistas suggest, but are measureable and essential com- 
ponents of economic growth. The attempts at specification of the 
mechanisms of the world system, in terms amenable to empirical inter- 
pretation, can be loosely amalgamated under the headings of dependency 
theory. 

To some extent the distinction between world system theory and 
dependency theory is artificial. The two are so closely related that it 
hardly makes sense to discuss one without reference to the other. The 
trend has been to treat the distinction as unimportant and apply either 
theory as a simple line of argument (Delacroix, 1977; Snyder and Kick, 
1979). However, dependency theory focuses on a specific subset of the 
world system structure, that is, the analysis of the mechanisms of link- 
age. The parameters defined by position in the world system, within 
which the dependency relationships operate, are incorporated largely 


heuristically. 


3. High is defined as over 18% of GNP. That is average for 
stock of private direct investment in Africa as a whole. 
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II. Rethinking Modernization Theory in the Context of a World System 

Only three major empirical papers informed by the developmental- 
ist perspective have been published recently. One paper tests the 
universality of the modernization thesis and appears in a journal edited 
by I. L. Horowitz (DeViney and Crowley, 1978:23-39), the other two 
appear in sociological journals (Delacroix, 1977:795-808; Delacroix and 
Ragin, 1978:123-150). All three studies place substantial emphasis on 
the earlier theoretical critiques done by Portes, and are similarly sub- 
ject to the criticisms associated with accepting the assumption that 
values are, in fact, related to economic growth (c.f. Chapter One). As 
we indicate below, this assumption is only one of numerous weaknesses 
in the literature. 

DeViney and Crowley (1978) report the results of a factor analysis 
on three subsamples of countries that correspond to Horowitz's First/ 
Second/ and Third World typology (see Horowitz, 1972b:63-71). Their in- 
ability to reproduce the negative or mirror-image scores of the modern- 
ization factor for the complete sample in the Third World sample, as 
compared to very similar total and First World results, provides limited 
support for the developmentalist claims. DeViney and Crowley suggest 
that those variables tapped by modernization do not explain events with- 
freene “Thard World (1978229). 

An earlier analysis done by Ha lativo the lends support in the other 
direction. Working from the Inkeles and Smith emphasis on the efficacy 
of education and the mass media as modernizing institutions (1974:283), 
Delacroix posits an indirect effect of raw material specialization on 


economic growth (measured by log GNP per capita 1970) for an undefined 
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set of Third World countries, via the direct negative effect of raw 
material exports on educational expansion (1977:802). His findings are 
rather dubious, however, when one notes that Delacroix based his inter- 
pretation on a beta of .17 for ‘secondary enrollment as a ratio of total 
enrollment, 1955" that is not quite significant at the .05 level (sig- 
nificance level=.06), while he dismisses a beta of .11 for 'level of 
transformation of exports, 1955' that is almost significant (Significance 
level=.11) in the regression equation. 

The third study (Delacroix and Ragin, 1978), operationalizes 
Portes' (1973b) argument that where modernization is 'Westernization', 
it retards economic progress by instilling attitudes, such as excessive 
needs to consume, that are inappropriate in a ‘developing' country. 
Delacroix and Ragin suggest that exposure to western cinema is an ex- 
ample of westernization clothed in the guise of a modernizing institu- 
tion, and their findings of a significant negative effect on growth 
(beta=-.22) of the extent to which populations have been exposed to 
western films is interpreted by the authors as support for Portes' point 
GLOWS 2141), 

Delacroix and Ragin control for world system position by includ- 
ing two trade measures in their equation: value of finished imported 
goods circa 1953 as a proportion of the value of all imports and the 
value of raw materials exported circa 1953 expressed aS a proportion of 
the value of all exports (1978:135). That these two measures of world- 
system position have no effect on economic growth (measured as GNP per 
capita change) is of "little substantive interest” to the authors "Since 


the equation is not intended as a test of world-system theory" (1978:139). 
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It seems reasonable, however, to assume that if the exclusion of explicit 
controls for economic dependencies in their model, might lead the authors 
to interpret wrongly any spurious negative relationship that might exist 
between Western film measures and economic growth, Delacroix and Ragin 
would, at least, want to use valid measures of world system position. 
Moreover, the structure of foreign trade after 1953 was about to exhibit 
a rapid overall reversal of the pattern of gradual growth in the impor- 
tance of foreign trade in the under-developed world. Between 1954 and 
1962, there was a deterioration in the terms of trade of the Third World 
and a generally large deficit in their trade balance that reinforced the 
need for foreign aid and investment (Bairoch, 1975:93-85). 

Snyder and Kick (1979) offer the only serious attempt at address- 
ing the problem of measuring world-system position. They present a 
block model of the world-system circa 1965 that is based on four types 
of international networks: trade flows, military interventions, diplo- 
matic relations and conjoint treaty memberships. Their block-model pro- 
vides strong evidence for a core/semi-periphery/periphery structure in 


the world-system. 


III. Dependency Theory: The Empirical Application of the World-System 
The dependency literature operationalizes core-periphery relations 

in terms of two distinct types of economic dependency: (1) market 

dependency, which "involves participation in world capitalist markets 

in such a way that a nation's economy is strongly affected by what is 

happening in the metropolitan capitalist economies," and (2) economic 

power dependency, "in which a nation's economy is significantly con- 


ditioned by the decision-making power of certain individuals, firms and 


etosbcuunr deviiesers> iri- 


“i AV NS 
aay 
. om = 
- 7 . 
DP Wer a th foe ete ot c at 
> 


wy 


ae of eottaqiursied Aviom 
; ; Waren AC 


- — abe —_ ‘ “ 7 
+ Sbenooe Ae yee, << hie s ree 
> 4 ai 


ioe a 
oe = 3 


fe 


nit. we 
4 — 
anv esa 


(<a : 
pear 


igns etd ber’ sséde. hebem tla ot cot cn > reve 
A Se 
iis 5) Oe 24 pita ‘eto .visnpen S20oce nas yates ws So 
: cir a — 
r 2 ingoug af. fiwoee — Amis Doe esx ests nt t 
i wEcye Bitton 3, 2oturss 5 ibew S2y 62 fnew ett 
lige oF Weds. ésv 6S Y48 shevs cyeexs? to store 
+ (or twos Leiba o-mredyey si? F [swueret Lie 
oT] 
7 “ “ *, x 
é OO! ried blim Seqcheveb==shrg ety (2 ebas eee 
oH eit? edt lo shiz Zo wpater ott @) acitiogiegie® & 
rit t 7 ref has 3 %) ode rei eprtet 
4% = oe awed TS ra”. 
’ Pr < Ma ea 
3 ; 9gIR. 2bot jag avid agian (OTRL) aon 
> — 
+ i, 
o “a, 
47 ¢ nz +eye~b2tor |{ eso 70 mat 
: Sze 4), a6] spe ebgovo-Ri tow 
— 1 J et lee sh i Zot? & $4, sows an 
: ~ 
; Labe ; a 
: bei~Seola viet? .agkd=edwem yrees./,.salopogs Erte svabtels 
i @wwSuertte voasairog\yxbdctiaageiines\eroo. & 10S esnebi ve ae 
. oan n 
nat sv2- Wii, Fo aoLse ‘5 lesecicenl aol? 
ph elles aes wean oa a = = anlar" niga cama tal 
cite | = + i ‘ “a 
Gite’ Wethietce +t Fat ienoiveiaw eticeredt ts 
. * “ "ys 
$$is0n 1!) «youubneger s*unonose To esqus candge 


oF 


agencies from the capitalist metropoles" (Weisskopf, 1976:3-4). Although 
the studies consistently claim that their models start from the world- 
economy versus national level of inquiry (Rubinson, 1976:639; Chase-Dunn, 
1975:721; Bornschier et al., 1978:651-643), one finds no precise criteria 
for specifying world-system position, nor does one get any strong indica- 
tion that the core/semi-periphery/periphery model characterizes the 
operation of the system as a whole (Delacroix and Ragin, 1976; Snyder 

and Kick, 1975). Often world system position is defined as level of 
development, although it is obvious that multiple dimensions underlie 

the concept of position (Chirot, 1977; Galtung, 1971; Snyder and Kick, 
1979; Wallerstein, 1974). "Put another way, empirical treatments have 

no clear way in which to validate either the specified number of posi- 
tions or the structural relations among them" (Snyder and Kick, 1979: 
1101). These issues are less problematic for dependendistas because the 


world model is explicitly a heuristic device. 


IV. The Dependency Literature 

(i) Market dependency: trade dependence and level of development 

Ricardo's principle of comparative advantage (1971:147-67) states 
that all countries will maximize their economic growth through trade, 
regardless of differential resource endowment. Underdeveloped countries 
are poor in the sense that large segments of their populations subsist 
at low wage levels, resulting in an excess or underemployment of labor 
(Delacroix and Ragin, 1976:3). Coupled with a random distribution of 
primary products (coffee, cocoa, bananas, tin, copper, etc.), one would 
expect this abundance of cheap labor to result in the less-developed 


countries concentrating on the export of labor intensive commodities 
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processed from available natural resources (Cairncross, 1962; Mandel, 
1975:59). Concomitantly, the rich developed countries would export pro- 
cessed goods such as industrial equipment and consumer durables that re- 
quired capital-intensive versus labor-intensive production. The problem 
with this model is that it excludes a second structural feature of the 
division of labor that is based on the principle of comparative ad- 
vantage. This is the concentration of production on one or two export 
commodities that is avoided by the rich countries because of a decrease 
in the importance of natural resources relative to labor costs that has 
allowed them to diversify their overall production. Most classical 
economists recognize the possibility of unequal growth due to the maxi- 
mization of benefits derived from unequal resource endowment; however, 
the responsibility of trade for underdevelopment is foreign to the com- 
parative advantage perspective (Delacroix and Ragin, 1975:5). 

In contrast, the Marxist-inspired literature has argued that 
trade is likely to impede the structural differentiation of poor countries, 
consequently lowering their economic growth below their theoretical po- 
tential (Delacroix and Ragin, 1976:17). The two implications drawn from 
the comparative advantage argument are that primary product specializa- 
tion minimizes sequential linkages while commodity concentration limits 
lateral linkages in the economy. As early as 1949, the United Nations 
Economic Commission for Latin America (ECLA) began warning that there 
would be adverse effects of concentrating on the export of one or two 


primary products and using the earned foreign exchange to import 
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industrial and consumer goods (Stallings, 1972:38).° 


As outlined by Stallings, the two basic ECLA arguments were, 
first, that the large price fluctuations for primary products in the 
world market would result in unstable foreign exchange earnings, impair- 
ing the exporter's capacity for long-term developmental planning (1972: 
38). Second, peripheral countries exporting primary products were ata 
continual disadvantage vis-a-vis the industrialized center because the 
secular price trend for industrial goods was increasing while correspond- 
ing prices for raw materials would decrease due to a relative decline in 
demand. The increasing inelasticity of demand for raw materials would 
result in lower per unit prices rather than increased income (Furtado, 
1965; Galeano, 1971:218).> 

Although Mandel (1975:58) has refuted the historical necessity 
of a secular decline in primary product demand, the weight of empirical 
evidence (as cited by Delacroix and Ragin, 1976:7) does not support the 
price fluctuation argument. In contrast to the hypothesized secular 
deterioration in the relative prices of primary products (terms of trade), 
there was an improvement in prices until 1950/54, followed by an adjust- 
ment, rather than a downward trend (Bairoch, 1975:123-129). Ratios of 


commodity concentration and raw material specialization continue to 


4. ECLA's alternative strategy was "desarrollo hacia adentro" 
(inward-looking) development (O'Brien, 1973:8). Desarrollo hacia adentro 
proposed industrialization behind high protective barriers with the 
assistance of state planning. This is the strategy of "import-substitu- 
tion"; the setting up of industry to satisfy demands previously met by 
imports. 


5. The Organization of Petroleum Exporting Countries have 
effectively negated this argument. 
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litter empirical "tests" of dependency theory, reappearing consistently 
among the indicators of trade dependency (Stallings, 1972; Vengroff, 
1977; McGowan, 1976; Kaufman et al., 1975; Walleri, 1978, Tyler and 
Wogart, 1973). Working under the general assumption that dependency 
theory predicts a negative association between dependence and indicators 
of economic growth and development (McGowan, 1976:27), the consistent 
findings that commodity concentration and export specialization are 
largely unrelated to growth leads Vengroff and Kaufman et al. to advise 
considerable caution in accepting dependency hypotheses. 

A second aspect of trade dependency concerns the degree to which 
a single metropolitan country dominates the flow of trade (Stallings, 
1972:6-7). Operationalized in the literature as trade partner concentra- 
tion in imports or exports, this measure is designed to tap effects of 
the colonial legacy. Recall that the dependency relation is generally 
agreed upon to reflect an asymmetrical structure of control (Duvall, 
1978:52, McGowan and Smith, 1978:179) in which a nation's economy is 
significantly conditioned, not by world capitalist markets in general, 
but by the decision-making power of the capitalist metropole specific-— 
ally (Weisskopf, 1976:4). André Gunder Frank argued that peripheral 
"satellites" experienced the greatest economic development where their 
ties to the metropole were weakest (1972). The crucial feature was 
"internal colonialism" (see T. Shaw, 1977), the transfer of resources 
from the exploited backward sectors of the economy to the sector linked 
to the market requirements of the metropole (Tyler and Wogart, 1973:38). 
Empirically, this dependency relationship has been operationalized in 


terms of general patterns of trading-partner concentration or proportion 
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of trade to the ex-metropole specifically, with es effects measured, 
in part, by the balance of deficits in trade (Kaufman et al., 1975; 
Tyler and Wogart, 1973; Walleri, 1978; Stallings, 1972; McGowan, 1976; 
Vengroff, 1977). McGowan finds a weak association between partner con- 
centration and poor economic performance in Black Africa, but it is 
negated by strong contradictory evidence suggesting that high reliance on 
foreign trade was correlated with good economic performance at least in 
the 1960's (McGowan, 1976:31). Tyler and Wogart (1973) find no sig- 
nificant relationship between partner concentration and growth. 

Paradoxically, only McGowan and Weisskopf have noted the dubious 
validity of the trade dependency variables themselves. If the ratio of 
total foreign trade to GNP (McGowan's "trade" variable), export con- 
centration and specialization and partner concentration are indicators 
of dependence, one would expect a strong, positive correlation between 
them. McGowan's failure to find this correlation indicates that with 
the possible exception of partner concentration, the measures of trade 
dependency cited extensively in the literature, do not represent a single 
underlying dimension of economic dependence (McGowan, 1976:38-39). In 
this context, it is questionable whether the empirical "tests" of de- 
pendency theory are actually testing what they purport to test. 

A second validity problem with the measures of trade dependency 
in the empirical literature concerns the exclusion of import-related 
variables from the analysis. Perhaps the poor performance of import- 
substitution policies has deflected academic interest away from the 
significance of imports as measures of trade dependency, however, it 


should be kept in mind that import-substitution was from the beginning 
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an unviable alternative to export-centered development because the 
strategy was derived from false assumptions about the future of primary- 
product exports in the world economy. A second reason for omitting 
import variables may be related to the small contribution of Third World 
markets to the total of the foreign markets of the developed countries 
(nineteen percent in 1970, 28 percent in 1958) (Bairoch, 1975:104). 

The composition of imports consists essentially of new machinery 
and equipment, raw materials to operate industry and food and/or agri- 
cultural requirements such as fertilizer (Pearson et al., 1969:49). We 
will look at the distribution among these categories. The rising deficit 
in the cereal trade of underdeveloped countries (eight percent of total 
cereal production in 1972) has been accompanied by a rapid increase in 
the cost of food imports in spite of the significant share that has been 
provided as gifts or at reduced prices (Bairoch, 1975:43). The cost of 
cereals, estimated at $8000 million in 1970 at value c.i.f. is five 
times more than the value of the exports of manufactured goods from 
underdeveloped countries in 1970, even based on 1975 prices (Bairoch, 
1975:44). Certainly the domestic manufacturing sector has not been able 
to provide the means of payment, and this has meant that alternative 
means such as the borrowing of foreign capital have been used to balance 
deficits in the terms of trade. 

The share of capital equipment imports may also indicate trade 
dependence. Ninety percent of fixed capital equipment is imported (1975: 
175-76). The lack of import/export balance is evident in the 1970 
figures, where imports of machinery amounted to a total value of over 


nineteen billion dollars (U.S.), while exports formed no more than one 
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billion, half of which are destined for other underdeveloped countries 
tpairocn, 19/75:175). 

It may be, on the other hand, that the measurement of market 
dependency is not a central issue in the empirical investigation of 
dependency. As Weisskopf suggests, economic power dependency is what 
the dependency literature is really talking about, therefore any opera- 
tionalization of the theory should distinguish it from market dependency. 
According to Weisskopf, market dependency is largely determined by the 
interaction between a nation's size, its natural resource diversity and 
its incorporation into the international economy (1976:5). Market- 
dependent nations are typically small, poor and lacking in diversified- 
export production (McGowan and Smith, 1978:214). Power dependency, on 
the other hand, varies considerably among the underdeveloped countries 
(McGowan and Smith, 1978), and is, to a large extent, connected with the 
operation of multinational corporations (Chase-Dunn, 1975; Bornschier 
and Ballmer-Cao, 1979; Moran, 1978:85). McGowan and Smith operationalize 
the market/power distinction by including measures of investment and aid 
among the trade indicators. Power dependency is indicated by the per- 
centage of aid, investment and trade coming from the major donor/investor/ 
partner, and market dependency is measured by commodity concentration, 
total foreign trade/GNP and total and per capita foreign investment 
(1976: 213-214). 

McGowan and Smith appear to be blurring a clear distinction be- 
tween trade dependency on one hand and capital (aid and investment) 
dependency on the other. Most of the literature informed by dependency 


theory suggests that investment dependence is the structural feature of 
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a national economy that gives some degree of economic and political 
power to foreign investors (Bornschier et al., 1978:653). Aid dependence 
is also viewed as creating a control structure by which international or 
bilateral aid agencies influence the governments that depend on them for 
resources (Chase-Dunn, 1975; Griffin and Enos, 1970; Papanek, 1973; 
Rubinson, 1976, 1977; Stevenson, 1972; Stoneman, 1975; Szymanski, 1976). 
Therefore, to be consistent with the literature (Rubinson, 1976:683), we 
refer to economic power dependency as a mechanism related to investment 
and aid, separating foreign direct control from dependence on external 


markets. 


(ii) Economic Power Dependency: Investment and Aid 

The most important study to emerge from the interest in power 
dependency is the Bornschier et al. (1978) paper on the effects of 
foreign investment and aid on economic growth and inequality. The paper 
presents both a thorough review of the related empirical literature and 
a sophisticated reanalysis based on the review. The main finding in the 
reanalysis is a long term negative effect of foreign direct investment 
and aid on the economic growth and equality of developing countries. 
Although this finding and the distinction between long and short term 
effects have been discussed previously (Stoneman, 1975:1; Beckford, 1971), 
the Bornschier et al. study is the first systematic attempt to incorpo- 
rate this finding into the world system-dependency literature. 

According to Bornschier et al. investment dependence is most often 
conceptualized as the extent to which a country's economy is penetrated 
and controlled by direct private foreign capital investment (1978:653). 


The operations of subsidiaries of multinational corporations or direct 
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versus portfolio investment is the usual focus of interest (Chase-Dunn, 
1975:734-735; Bornschier and Ballmer-Cao, 1979:488). "Aid dependence 
refers to the amount of foreign aid, both private and public, that a 
country receives" (Bornschier et al., 1978:654). In addition, debt 
dependence may be understood as an effect of aid, where foreign aid is 
extended as credit. 

According to the Pearson Commission report on international 
development (1969), the credit component of aid had important implica- 
tions for dependence but were not often considered. Compared to the 
cost of direct investment, the servicing of fixed interest funds is less 
flexible. Interest amortization payments must be met whether or not the 
projects funded by loans have successfully entered production. Profit 
remittances of multinationals emerge only with profitable domestic out- 
put. The result is that equity capital has a built in grace-period more 
favorable than loans and bonds. Moreover, the assumption that loan 
financing leads to less foreign control than equity investment may be 
incorrect. "Actually, fixed interest creditors are in a far stronger 
position with respect to national authorities than are foreign equity 
investors, who can often be influenced by fiscal, monetary, and other 
policies" (Pearson Commission, 1969:102). 

The commission's comparison of aid and foreign investment may be 
Somewhat of an overstatement, especially when one considers the benefits 
of extraterritoriality, tariff-jumping and monopolistic advantage avail- 
able to the multinationals. However, the case for including aid as a 


measure of economic power dependency is well-taken. 
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As summarized by Bornschier et al., the findings about the effects 
of foreign investment and aid on economic growth are contradictory in 
the literature (see Table 3, page 665 in Bornschier et al., 1979). The 
effects of investment dependence on economic growth are positive in six 
studies, negative in eight. Six studies find positive effects of foreign 
aid on economic growth, while four find negative effects. Bornschier et 
al. reconcile these differences by differentiating between studies that 
measure dependency by short-term flows and long-term stocks. Current 
flows of investment capital and aid have positive effects whereas long- 
term stocks of foreign investment and aid have negative effects 
(Bornschier et al., 1978:667). This result is borne out by Bornschier 
(1975), Bornschier and Ballmer-Cao (1979), Chase-Dunn (1975) and 
Stoneman (1975). Bornschier et al. suggest that the two findings that 
do not fit this pattern (Griffith and Enos, 1970; Stevenson, 1972) may 
be accounted for by sampling error due to the small number of cases 
used, twelve and seven respectively (1978:667). Substantively, short 
term increases in growth are attributable to the contribution of capital 
formation and demand that results from land, labor and material purchases 
at the start of production, while long-run structural distortions are 
produced by the transfer of profits to MNC headquarters (Bornschier et 
erepeLeio300/) - 

The four remaining studies that use measures of stock and find 
positive effects of foreign investment or aid on economic growth 
(Kaufman et al., 1975; McGowan and Smith, 1978; Ray and Webster, 1979; 
and Szymanski, 1976), focus on either Latin America or Africa only. In 


contrast, all the studies that use unrestricted geographic samples report 
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negative effects (Bornschier, 1975; Bornschier and Ballmer-Cao, 1979; 
Chase-Dunn, 1975; Robinson, 1977; Stoneman, 1975). Sample composition, 
however, is not the explanation of the different findings (Bornschier 

et al.:669). Bornschier et al. conclude that the relationship between 
foreign investment and growth varies with initial level of development. 
Africa and Asia are generally among the most underdeveloped, while Latin 
American countries are much richer. "While the effect of foreign 
capital is negative within both poorer and richer developing countries, 
it is significantly more negative in richer than in poorer countries" 
(1978:675) and the relationship holds independent of geographical region 
(677 )% 

Bornschier and Ballmer-Cao (1979) interpret the interaction of 
foreign direct investment with level of development in terms of a 
sectoral breakdown. They find that foreign investment in manufacturing 
has the largest negative effects on growth, while foreign investment in 
extractive industries (mining and petroleum) has positive effects. One 
possibility is that there is more extractive investment in the poorer 
countries. McGowan and Smith's (1978) argument that foreign direct in- 
vestment has a smaller effect on the economies of the least developed 
countries because they lie outside the world system leads us to qualify 
this interpretation, however. On the one hand, the reference to 
countries lying "outside the world system" could be regarded as referring 
to countries in which the manufacturing sector is non-existent or extreme- 
ly primitive. In this sense, no qualification of the Bornschier-Ballmer- 
Cao interpretation is necessary. On the other hand, this reference may 


refer to the fact that there is a floor or bottom line to underdevelopment 
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(or to indicators of underdevelopment) and that the case of countries 
which approach this lower bound the increase in foreign direct invest- 
ment cannot make them any poorer. 

Another way of putting this argument is that there may be some 
countries whose economies (or at least the monetized economy) are so 
primitive that any capitalist activity, whether foreign direct invest- 
ment or otherwise, can only raise the country's GNP. This will register 
aS a positive, or at least, benign effect on the country's development. 
The gualification that McGowan and Smith's argument leads to, then, is 
that in the case of the least developed countries the long-term effect 
of foreign direct investment on development will appear to be more 
benign and may even be positive. This is a possible explanation for why 
Bornschier et al. fail to find a long-term negative effect of foreign 
direct investment on growth for the complete sample of thirty African 


countries. 


V. World System Position 

From the perspective of the world system/dependency theory, a 
country's economic growth is largely determined by features of the world 
economy as a whole. Snyder and Kick's (1979) operationalization of the 
world system structure identifies ten blocks (A through F) that specify 
three discrete structural positions (core, semi-periphery, periphery) 
according to a single (simultaneous) partitioning of four international 


networks: trade flows, military interventions, diplomatic exchange, and 


6. A non-significant B of -.0002 is reported in Table 6 for 1960- 
1975, and a nonsignificant B +,.0001 is reported in Appendix B (1979:671). 
Neither result is discussed in the text. 
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and conjoint treaty memberships. The image matrix for trade (1979:1113) 
most clearly reflects his three-tiered structure. Block C, the un- 
ambiguous core, maintains trade linkages to and from every other block in 
the syste, (1979:1114). At the other extreme, the periphery (block E 
through B) is, for the most part, integrated into the world economy only 
through its trade with core, block C. "This pattern indicates a periph- 
eral location in the overall structure" (Snyder and Kick, 1979:1114). 
Substantively, the blockmodel patterning does not support Weisskopf's 
suggestion that market dependency is not a central issue in the empirical 
investigation of dependency; rather, the blockmodel suggests that trade 
is the most important dimension of transnational interaction. 

Because level of development may be a proxy for position in the 
world system, rather than using it as the specifying variable in the 
interaction between position and effects of foreign investment, aid and 
trade, we will use Snyder and Kick's blockmodel partition of the world 
system into core, semi-peripheral, and peripheral positions. The Snyder 
and Kick model is potentially a breakthrough in the study of development 
for three reasons. First, the blockmodel lays out operational criteria 
for classifying countries according to location in the world economy, 
independent of level of economic growth. The resulting partition 
coincides closely with 'common sense' notions of how the world-system 
is set up; the rich, developed countries ae in the core, and the poor- 
underdeveloped countries are not (see Table 1, Snyder and Kick, 1979: 
1110). Second, the blockmodel is set up as a general structural account 
of the entire range of positional variation among countries. This makes 


the model representative of not only the "costs" of location in the 
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periphery but also the "gains" of core position. Third, the blockmodel 
avoids the tautological problems that may result from using indicators 
such as investment dependence, level of economic development, trade 
concentration, etc., as measures of position in the world system. 
Without exception, the countries occupying the most extreme 
peripheral position (blocks A and B) are African. Snyder and Kick 
mention that the differences between A and B countries may reflect sub- 
stantively important variations in historical experiences, state 
strategies, etc., (1979:1116) however, the authors fail to connect the 
blocks with obvious historical and geographic divisions. Moreover, our 
analysis suggests that Snyder and Kick may be mistaken in their place- 
ment of block A closer to the core than block B, at least in terms of 
trade linkage networks. These points will be elaborated on in the 


methods discussion, in the next chapter. 


VI. Summary 

In our review of the empirical literature we have attempted to 
draw a distinction between operationalizations of core-periphery rela- 
tions in terms of market (trade) and power (foreign investment and aid) 
dependency. Bornschier et al. (1978) and Snyder and Kick (1979) stand 
out as the two most important empirical studies to date, 

Bornschier et al. offer a systematic review of findings and a 
reanalysis of data on the effects of foreign direct investment on growth. 
Although they fail to replicate the results for thirty-three African 
countries, the authors report a general difference between short-term 
effects of flows and long-term effects of stocks of foreign direct 


investment. In addition, Bornschier et al. find an interaction of the 
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negative long-term effects with the richer developing countries. 

Snyder and Kick offer the only serious attempt to operationalize 
the world-system structure, and that their analysus will assist us in 
explaining the Bornschier et al. interaction. The weakness of the 
Snyder and Kick paper is its failure to specify how the structural rela- 
tions among positions (exploitative links between core and periphery or 
dependency relations) operate. Although there has not been one par- 
ticular study of trade dependency that compares in both sophistication 
and clarity to these two studies, the collection of findings should pro- 
vide some guidelines on the effects of market dependency on economic 


growth. 
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CHAPTER THREE 


METHODS 


I. Research Design 
A. Panel Regression Analysis 

Delacroix and Ragin suggest that if one examines indicators of 
development over time, one will be struck by the remarkable stability 
of cross-national inequality regardless of the indicator of development 
used (1977:26). The study of change in the level of development, there- 
fore, requires a design with a sufficiently long period to allow meaning- 
ful differences between countries to be discerned (Delacroix and Ragin, 
1977:27; Bornschier et al., 1978:678). Moreover, even if the time 
period selected is historically homogeneous enough to allow for the 
observation of normal trans-national exchanges, it may be possible that 
these relationships are conditional on the relative expansion and con- 
traction of the world economy as a whole (Bornschier et al., 1978:679). 
Finally, the time period must be consistent with the data that are avail- 
able for a reasonably large number of countries to allow sufficient 
comparison. We are aware of the desirability of a longitudinal study 
of many countries over a comparable time period. The third constraint, 
however, the availability of data on African development, has placed 
several limits on the scope of this research. 

The research design used in this study is a panel step-wise 
multiple regression analysis of cross-sectional data on twenty-three to 
twenty-eight African countries. The dependent variable is a percentage 
change score in GNP (1965-1975). With the exception of gross capital 
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formation in 1960, all independent variables included in the equations 
are measured between 1965 and 1970. 

The flexibility of panel regression analysis is evident in two 
characteristics built into the design. First, panel regression allows 
the introduction of multiple independent variables and second, it employs 
data measured at different points in time, thereby reducing the likeli- 
hood of false causal inferences due to reciprocal causation (Chase-Dunn, 
1975:726). One interesting aspect of using data at various time periods 
is that one may, for theoretical reasons, regress a variable measured at 
an early time point on a variable measured later if one believes that 
the later variable picks up long term effects that predate the effects 
picked up by the earlier variable. This point reflects the methodolog- 
ical position in this thesis. Theory, rather than statistical technique, 
should dictate the formulation of the problem. For this reason, our 
approach data analysis is one of applying relatively rigorous statistical 
procedure to the data while weighing, at each step, the costs of both the 
formal assumptions that may be violated, with the fit of the results to 


the theory and related empirical findings discussed below. 


B. Selecting the "Best" Regression Equation 
The selection of a linear regression equation for a particular 
dependent variable Y in terms of "independent" or predictor variables 


Pe ae x usually involves two contradictory criteria: 
1. to make the equation useful for predictive 
purposes, the model should include as many 
X's as possible to determine reliable 
fitted values, and 


2. because of the costs involved in obtaining 
information on a large number of X's and 


enol 


yr eet +p 


(34 ais re 4 
4 te et alee) 

¥ 

Scot 


t Eebtwiond eclanhiw 2 a . ; 


mr 


= a> — = £00 a 
; caleailles » 
. to 


- 
nt ere 
os — . at » * 


sVIeAS nokeuawoes iene angele ‘heaties 


: hy | bas wae 


lenee ,2exi5 .netie> tuia asns sf wi 
rp kaxk Dice cS See 
pe Fa si 


s vdered* \oml2 ab svieg Siete 2a Boe 


nal 
i 
om 
— 
ta 
e 
< 
ay 
ad 
4 
G 
i 


iss IL ELES sub veil tebe. 62 8 
+R. bh ondwy 20 sheghe pe itac tesa. a 
4 ahh.  sastosy .2enresaey dae dcrowoen?s ba Van 
4 4 
; BS ‘ lifes ctov & 8 3atoq 
‘ - 
Pe i wAe A. pr 
ii tS ww gnel qu exoig oldalzen ; 
¢ tery dntad 2rt?: “ei¢sduevy weiiaee Ss 
yee 
f§ex . 25 - “es ect? ein 
2'GO IT wl - Won ieprso! add edede 
: yui ay tcc lag It anv Bt ateyi nue * 
Geare foupe se olde. sol ebwe dal: wild aa 
| 
zr “Jy (S07 \,bad clot sed jam see She 
\ 2 Ty lesvettanus 6s 
. aotzévund noiessaee “tae 
iiteqd © <oF hoisenpe anleseyuuet cise Bae 
fucy xo, othe 4 1. “?eeesuetn?” 30 ae of Ta 
od%idoaw yor sograneg oe re 
c . _ 
gyisoiers, 102 kote! wary 
{oi ae ebgi« 14 Sipe stots 


44 

subsequently monitering them, the equation 

should include as few X's as possible. 
Draper and Smith (1966:163) suggest that the compromise between these 
criteria is what is usually called selecting the best regression equa- 
tion. Of the several procedures in current use, backward elimination, 
forward selection, and stepwise procedures are the most relevant to our 
analyses. 

The basic steps in the backward elimination procedure are to 
compute a regression equation containing all variables, allowing the 
regression procedures to force an ordering of the variables. A partial 
F-test (FS) is calculated for every variable as though it were the last 
variable to enter the equation; then the lowest partial F-value is com- 
pared with a preselected significance level (F,). If F, is less than 


1 


Bor the variable Xx) is removed and the equation is recomputed with the 
remaining variables (Draper and Smith, 1966: 167-168). 

The forward selection procedure attempts to achieve a similar 
conclusion working from the other direction. Forward selection inserts 
variables in turn until the equation is satisfactory. The order of in- 
sertion is determined by using the partial correlation coefficient as a 
measure of the importance of variables not yet in the equation. The 
basic procedure is to select the se most correlated with Y (in our 
analysis, X=LGNP, 1965) and find the first order linear regression equa- 
mon, oe): Next, we find the partial correlation coefficient of 


another x (j41). and Y after allowing for X,- Mathematically, this is 
J 


equivalent to finding the correlation between (a) the residuals from the 
equivalent to finding the correlation ss NS) 


A 


regression Y=£ (Xz) and (b) the residuals from any other regression X4= 
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is now selected (suppose it is X.) and a second regression equation 
oo X.) is fitted and the process continues. At each point of re- 
estimation, the variables entered previously are, in effect, controlled 
for in the equation. As each variable is entered into the regression, 
the following values are examined: Ro (the proportion of explained 
variance) and the partial F-test value for the most recently entered 
variable (Draper and Smith, 1966:169). The drawback of this procedure 
is that it makes no effort to explore the effect that the introduction 
of a new variable may have on the role played by a variable entered at 
an earlier stage. This deficiency is overcome by the stepwise procedure. 
The improvements made by the stepwise procedure on the forward 
selection procedure involves the re-examination at every stage of the 
regression of the variables incorporated into the model in previous 
stages. Because the best single variable to enter at an early stage 
may, at a later stage, be superfluous in light of the relationships 
between it and other variables now in the equation, the partial F 
criterion for each variable in the regression at any stage of calcula- 
tion is evaluated and compared with a preselected percentage point of 
the appropriate F distribution. This provides a judgment on the con- 
tribution made by each variable as though it had been the most recent 
variable entered, irrespective of its actual point of entry into the 
model. Variables providing a nonsignificant contribution are removed, 
and the procedure continues until no more variables will be admitted to 


the equation and no more are rejected (Draper and Smith, 1966:171). 
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C. Violation of Linear Regression Assumptions 

The use of stepwise multiple regression allows the introduction 
of multiple independent variables, however, the issue of the compati- 
bility of the assumptions of the linear regression model with the 
variables used and their measurement needs to be addressed, As sug- 
gested by Nancy Esteb (1977:18) four parts to this issue are: 

1. size of nation, aggregation and heteroskedasticity 

2. associated independent variables and multicollinearity 

3. data inadequacies 

4. sample sizes 
A fifth related problem, autocorrelation will be discussed below in the 


section on measurement (IIA). 


1. Size of Nation, Aggregation and Heteroskedasticity 

The high association between concepts of world system research 
and the size of a nation (e.g. GNP per capita, commodity production) can 
result in a non-uniform variance of the error terms among observations, 
or heteroskedasticity. Heteroskedasticity is a more difficult problem 
when it is related to the independent variables, and we can expect a 
certain amount of heteroskedasticity in the aggregate data reported in 
data sources due to the aggregation of data on units of different sizes. 
Another point is that it is reasonable to assume that the variance among 
the low-income nations sampled will be attenuated if only because these 
nations are close to the floor of GNP. 

Esteb suggests that if heteroskedasticity arises from size of 
nation differences, the error term probably has a variance proportional 


to a quantifiable variable (1977:9). More efficient estimates can 
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sometimes be derived by transforming the variables by dividing each by 
the value of an independent variable highly associated with size. Fol- 
lowing Esteb's suggestion, we have standardized the residuals of the 
independent variables and have weighted the variables on the size of the 
economy. Norming the variables on size of economy (GNP per capita, PFI 
as a % of GNP) is also the procedure used to control for heteroskedasti- 
city in the dependent variable, change in GNP 1965-1975, which is 
measured aS a percentage of GNP level in 1965. 

The problem of comparability is solved by weighting variables to 
control for differential unit size, is the issue of comparability. For 
example, the same amount of private foreign investment that has little 
effect on the formation of capital in a large economy may account for 
the major portion of gross capital formation in a small economy. In 
some cases, private foreign investment (PFI) may be a proxy for gross 
domestic capital formation. The weighting of variables to control for 
comparability problems (as is evident in the example above) is only a 
partial solution. Again, we emphasize the importance of theory and of 
relating the findings to the real world. In the case of private foreign 
investment, taking PFI as a percentage of GNP only gives the researcher 


some idea of the proportion of 'ownership' and 'control'. 


2. Associated Independent Variables and Multicollinearity 

The variables associated with a disadvantaged dependency status, 
such as productivity of the export sector, proportion of imports to 
exports, and control over investment capital, will tend to be inter- 
correlated (Esteb, 1977:10). When two or more highly correlated (r>.50) 


variables are used as independent variables in an equation, loss of 
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precision will result due to problems of multicollinearity. For this 
reason, the linear model requires that the independent variables not be 
highly correlated. 

The problem of multicollinearity is evident in our inability to 
enter VAR449 (gross capital formation as a % GDP in 1960) and IB2V449 
(the interaction between capital formation and world system position 
Bo) with VAR469 (PFI as a % GNP in 1967) at the same time in the re- 
gression. As suggested in our discussion above, we will assume that 
highly correlated variables are representing the same thing. The pro- 
cedural implications of this assumption are that we have run each 
variable separately, looked for differences in the results, and then, 
we have chosen the equation that best represents the theory. This has 
entailed a judicious and careful use of the stepwise regression algorithm 
with the F-values set relatively low because of the possibility of sup- 
pressor effects (the presence of suppressor effects will be discussed 


below under the heading of Analytic Strategies). 


3. Data Inadequacies 

The pragmatic task of collecting the data needed for all cases 
for every variable is probably the most difficult problem confronted by 
the world system researcher. The inevitable loss of cases means a loss 
in efficiency if variance in the independent variables are thereby de- 
creased, although the loss is less if it can be assumed that the mean of 
the missing values is close to the mean of the data (Esteb, LOTTEL2) « 
One solution for missing value problems is the use of proxy variables. 
Esteb advised that care should be taken because the proxy will measure 


the influence of all variables not included in the equation that have 
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non-zero correlations with the proxy (1977:12). The upward bias in 

parameter estimation will decrease with the goodness of approximation. 
The data set is not overly plagued with missing values. Only 

four cases were lost because of data missing on trade variables, and 

the gaps were not randomly distributed. That is, those cases that missed 

on one variable were the cases that missed others. The four cases lost 

by list-wise deletion (cases eliminated if at least one variable was 


missing) were Botswana, Guinea, Burundi and Lesotho, 


4. Sample Size 

Although much time in the methodological literature is devoted 
towards discussions of the increase in coefficient sensitivity to 
specification error that results from breaking the linear regression 
models' assumption for small or moderate samples (see Esteb, 1977:13); 
the more relevant problem for the world system researcher is the problem 
of using too large a sample. This is one difficulty with the Bornschier 
et al. paper (1978). When one is attempting to isolate those mechanisms 
that contribute to development, analysis on large heterogeneous samples 
may obscure the operation of different causal processes. The dependency 
literature has fundamental problems dealing with this issue because on 
the one hand they want to argue that the same historical process led to 
the development of the core and the underdevelopment of the periphery. 
On the other hand they are adamant in their criticism of the moderniza- 
tionists for imposing a model applicable to the economic development of 
Western Europe on the economic underdevelopment of the Third World. 

Some researchers have attempted to differentiate causal processes 


by subdividing large samples into rich/poor or regional groupings, 
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however, there has been no careful, systematic sree of partitions 
of the world-system based on the divisions implied by the related sub- 
stantive discussions. 

In our analysis, we consider only African countries, and the 
Sample is partitioned according to a division using the correspondence 
between Snyder and Kick's (1979) blockmodel of the world system, geo- 
graphic divisions and the historical discussions of Africa's incorpora- 
tion into the world economy. The basic sample consists of 33 countries: 
four cases were excluded from the analysis because they were outliers 
on the distribution of the dependent variable, and two cases are miss- 


ing on the measure of CHANGEGNP. 


II. Measurement 
A. Measuring Level of Development 

In accord with Kuznets (1964; 1968), we used GNP per capita in 
1965 (taken as a natural log) as ouY indicator of initial level of 
development. Finsterbusch (1973) has shown that, despite numerous 
criticisms, GNP per capita correlates very highly with a large number 
of diverse, conventional indicators of development. The two central 
reasons for not using GNP per capita as an indicator of development, 
however, warrant some attention. Jenkins (1970:36) argues that GNP 
per capita overestimates the developmental gap; a problem of little 
concern to us because we are studying changes in levels of development. 
According to Delacroix and Ragin (1976:42) it is frequently argued 
that apparent economic growth among poor countries might simply be a 
reflection of improvements in national accounting procedures. Delacroix 


and Ragin suggest that such improvements are less likely to occur 
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in the absence of growth, moreover, a close examination of the reported 
growth of those poor countries they trust least does not reveal a pat- 
terned difference between growth rates reported by the countries they 
trust most (such as, India, Egypt and Pakistan) (1976:42). 

CHANGEGNP, our dependent variable, is a ratio variable that 
measures economic growth by subtracting the level of GNP in 1965 from 
the level of GNP in 1973 and expressing this sum as a percentage of the 
GNP level in 1965. Although our larger concern is with development 
rather than growth, and economic growth is an imperfect proxy for 
development. Similar to other studies in the area, we are constrained 
by the availability of published statistics, and we are, more or less, 
left no alternative than to use data on growth rates. One consolation 
is that it is generally accepted that the 'rate' of economic growth is 
a more appropriate dependent variable than level of national income or 
GDP, etc. (Stoneman, 1975:13). 

It is argued (as summarized by Chase-Dunn, 1975:727), however, 
that the use of ratios as indicators may lead to faulty inferences, 
particularly if independent and dependent variables share common terms. 
One relevant problem for our analyses occurs because two measures that 
contain a similar term which is in the denominator of one (difference 
between GNP in 1975 and GNP in 1965 as a percentage of GNP in 1965) and 
the numerator of the other (log GNP per capita 1965) will have an arti- 
ficially negative correlation (Schuessler, 1974), The extent to which 
this is true depends on the variances of the terms (Fuguitt and 


Lieberson, 1973; as cited by Chase-Dunn). 
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Chase-Dunn (1975:727) suggests that estimating the effects of 
dependence on development, artifactual negative effects may arise be- 
cause dependence measures are standardized on GNP to control for 
economic size, while the dependent variable also incorporates GNP. 
Again, this is a problem of a common term in the denominator of one 
measure and the numerator of the other. This point is applicable to 
our measures of investment dependence, private foreign investment as a 
percentage of GNP in 1967 and our dependent variable, CHANGEGNP, 

Another related problem of measurement error is involved in the 
correlation of the measures of the dependent variable at 1965 and 1973. 
This violates the regression assumption that error terms are uncorre- 
lated and results in an upward bias of the estimate of the autoregres- 
sion and a downward bias of those independent variables which are 
positively correlated with the lagged dependent variables (Chase-Dunn, 
1975:727). We will use the methodological literature on the issue as 
a basis for discussing possible biases, and return to the issue in the 
conclusion. 

The controversy over the use of ratios in correlation or regres- 
sion analyses has been extensively commented on in the literature since 
1897. There are three generally recognized issues about how the use of 
ratios may lead to problems of inference, the first two of which are 
applicable to our analysis. First, if a theoretical argument is 
formulated in terms of a relationship between two variables, and these 
are correlated as ratios, say x/z and y/z, the shared component z may 
lead to spurious results. Second, studies frequently use standardized 


measures of the per capita form as a dependent variable and percent 
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variables describing population characteristics as independent vari- 
ables, to control for size of the economy. Third, the use of ratio 
variables to control for heteroskedasticity of unequal variances of the 
regression residuals may be problematic if the variances are not un- 


equal to begin with. 


a. Ratios as Variables of Theoretical Interest 

Bollen and Ward (1979:435) suggest that taken by itself, there 
is no inherent problem with using a ratio or any other nonlinear com- 
bination of variables as an index, Difficulties of interpretation 
arise when the ratio is correlated with another ratio both of which 
share a component because the empirical test of the relationship be- 
tween the concepts may be obscured. McNemar (1962:162) has referred to 
this index contamination as the problem of spurious index correlation. 
The common underlying assumption of research using ratio variables is 
that as long as the causal relationship holds between the ratios, one 
should not worry about spurious correlation, However widely accepted 
this view may be, it has certain difficulties. 

One alternative is to reformulate the ratio estimates of y/z 
with x/z as y regressed on x and z; this will yield different regres- 
sion coefficients. Rates are more difficult to reformulate in terms of 
a nonratio alternative, and may require a decomposition of the correla- 
tion between two ratio variables into the correlations and coefficients 
of variation of the variables that make up the ratios, as suggested by 
Schuessler (1973, 1974). Another check on the spuriousness of correla- 
tion between ratios is suggested by Logan (1972): a technique of part 


correlation that involves removing the effects of the common term from 
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one ratio only. The correlation coefficients obtained can then be com- 
pared to the simple coefficient by correlating the two ratios. If 
Significant coefficients are obtained with the part correlation control, 
One may conclude that the relation between the ratios is not spurious 
(Bollen and Ward, 1979:439). Fuguitt and Lieberson (1973) suggest that 
more work is necessary before Logan's approach is accepted as the un- 


ambiguous solution, 


b. Ratios as Methods of Control 

An alternative to standardization with a ratio is the use of 
residualizing techniques. Vanderbok (1977:182) suggests regressing 
the variables of interest on the deflating third variable and examining 
the relationship between the residuals. Instead of using the ratios 
y/z and x/z, the residuals from the regression of y on z (Say, e ) 


Wow 


and x on z (e ) are generated. The residuals e : and o. ! are un- 
sae 


correlated with z and can be used as new variables in a second regres- 
Sion of ae eae Although this residual approach seems intuitively 
appealing, rarely are the regression coefficients from the residual 
regression equal to those from the ratio regression (Schuessler, 1974: 
395). That is, y/z regressed on x/z does not equal Sime, regressed on 
e , and one may be significant and the other not. Moreover, the 
residual approach resembles the "component" approach that uses the 
regression of y on x and z, all in one step, so that the deflating 
variable (z) is entered as an additional explanatory variable (Bollen 
and Ward, 1979:441). Although the regression coefficient for x is 
exactly equal to the one for e a the standard errors used to evaluate 
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the significance of the coefficients are likely to differ because of 
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(1) differences in explained variances, (2) differences in the variance 
of the explanatory variables, and (3) differences in the intercorrela- 
tion of explanatory variables. The R2'5 will differ because a different 
dependent variable is used in each case, e (smaller R°) in the 
residual versus y in the component case. In fact, the residual regres- 
sion correlation is equivalent to the partial correlation coefficient 
CeayewLetn x controlling sfor. tz pe and this partial is usually less 
than the multiple correlation coefficient of y on x and z. 

An argument can be made that the estimated standard error for 
the residual approach is misleading since it represents a two-stage 
procedure and each stage involves sampling error. The component approach 
involves only one stage and may be more desirable (Bollen and Ward, 1979: 
442-443). For example, if GNP per capita is used to control for the 
effects of population on GNP, the analysis can be reformulated to examine 
the effects of GNP controlling population as an additional explanatory 
variable. One potential problem is that if x and z are closely related, 
multicollinearity may make it difficult to assess accurately the sepa- 
rate effects of x and z on the dependent variable y. Bollen and Ward 
do not deal with the problem of multicollinearity in component regres- 
sion analysis, although they do suggest that bringing in new data or 


dropping marginal variables from the analysis may be useful, 
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B. Measuring the Independent va ables: 

1. Dependence on Foreign Investment 

The operational definition of foreign direct investments used by 
the IMF and the OECD is: 


investment in a wholly-owned subsidiary or 
subsidiary-controlled firm in a foreign 
country or purchase of minority holdings in 
a foreign-based firm in which the investor 
takes a substantial interest in the day-to- 
day operations and the control of the object 
of investment (Hveem, 1975:59). 


Direct investments represented 23.5% of total capital exports to 
underdeveloped countries by the DAC countries in 1970-71 (Hveem, 1975: 
60). This percentage, however, does not reveal the real impact of in- 
vestment because: 


1. investments create a permanent productive 
structure that maximizes on-location control 
over the object of investment; 


2. the investment is aimed at maximizing the 
accumulation capacity of the investor; 


7. Data through 1973 for internal economic variables are from 
Arthur Banks, C, R. Granger, A. G. Lynm, The Suny-Binghamton Cross- 
national Times Series Data Archive. Data for 1975 on internal economic 
conditions and for all years for trade direction, composition, aid, 
capital flows and economic structure are from International Bank for 
Reconstruction and Development, World Tables, 1976, World Bank Annual 
Report, 1972, 1975 & 1977; International Monetary Fund, Balance of 
Payments Yearbook, various years, International Financial Statistics; 
United Nations, Yearbook of International Trade Statistics, Yearbook of 
National Account Statistics, Statistical Yearbook and World Statistics 
in Brief; United Nations A.I.D., Population Program Assistance (1971), 
Proposed Foreign Aid Program FY1968 and 1967; OECD, Aid to Agriculture 
in Developing Countries, Development Assistance Efforts and Policies 
(1965, 1970), Geographic Distribution of Financial flows to less- 
developed countries (1965, 1967); U.S. Dept. of State, Background Notes; 
U.N. Economic Commission for Africa, Survey of Economic Conditions in 
Africa, 1972, Part II; Helge Hveem, "The Extent and Type of Direct 
Foreign Investment in Africa," pp. 59-91 on Carl Widstrand (ed.) Multi- 
national Firms in Africa (Uppsala: Scandinavian Institute of African 
Studies); Stockholm International Peace Research Institute, World Arma- 
ments and Disarmament, SIPRI Yearbook 1977 (Cambridge, Mass.: MIT Press). 
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3. operations are increasingly financed from 
liquid assets rather than new investments; 


4. accumulated stocks of investment renew the 
constant accumulation capacity and probably 
represent the source of the most important 
capital export. 

(Hveem, 1975:60). 

Ideally, then, we would like to construct a measure of the 
proprotion of a country's capital ownership that is controlled by 
foreign actors. Unfortunately, the data needed to measure the degree 
of foreign capital penetration are not available for most countries 
(Bornschier et al., 1978:660). Researchers have had to rely on adapta- 
tions of the stock of private foreign direct investment data originally 
reported in the 1972 OECD study, and these estimations only date back 
to 1967 (see Bornschier et al., 1978; Bornschier and Ballmer-Cao, 1979). 

The degree of penetration can only be measured in very rough and 
approximate terms. Three alternative measures of stock of foreign in- 
vestment are the number of subsidiaries of multinational corporations 
operating in each country (Bornschier, 1975); the amount of profit made 
by foreign controlled firms as indicated by the IMF Balance of Payments 
Yearbook item "debits on direct investment income" (chase-Dunn, 1975a; 
Rubinson, 1976; 1977; Szymanski, 1976); and the cumulation of yearly 
flows of foreign investment in five year sums that are combined with the 
1967 OECD data (Stoneman, 1975). 

In order to replicate the Bornschier et al. study as closely as 
possible, we will use the OECD data on private foreign investment, and 


calculate a measure of foreign private investment as a percentage of 


GNP. 
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2. Dependence on Foreign Aid 

According to Paul Bairoch, the "more or less arbitrary way in 
which financial aid is defined obviously makes it hard to determine its 
precise volume" (1975:177). However, one is relatively safe in saying 
that apart from foreign grants narrowly defined, which are nonrepayable 
funds (basically gifts in cash or in kind) and destined for current or 
capital purposes. The bulk of aid consists of net flows of loans of 
over a year's duration (30% of total aid); investment and loans from the 
private sector (27% of total aid, approximately); and guaranteed export 
credits (about 12%). This leaves only about 30% of the total aid given 
to underdeveloped countries ad grants and grant-like contributions 
(Bairoch, 1975:177). Bairoch also points out that whereas repayments 
of capital made by recipient countries are deducted from the amounts of 
net aid, this is not true of the interest charges on loans (1975:177- 
178). The problem is to determine the size of "real" aid as opposed to 
"flow of financial resources" to underdeveloped countries. T. Mende 
(1975) suggests that about 22-25% of the flow of resources can genuinely 
be called aid, and Bairoch agrees that this is a realistic estimate 
(49750 78):. 

Two principal agencies are responsible for the available data on 
flow of financial resources to underdeveloped countries: the United 
Nations/International Monetary Fund and ee OECD "Material for both is 
based on questionnaires to donor countries and on estimates complementing 
these” HBairoch;eil975:178) .}sBecause slightly different methods were used 
to construct the estimates, the two sets of figures differ; the OECD 


total being about one billion dollars higher than that of the UN one. 
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Bairoch suggests that the OECD figures are the more accurate because 
their estimate does not leave out transactions within certain monetary 
aitonee (197521738): . 

Aid dependence is operationalized in the literature in terms of 
flows of public grants and loans to development projects, as indicated 
in current accounts in the IMF Balance of Payments Yearbook. Some 
researchers combine private and public flows of capital into a single 
measure of aid dependence (Kaufman et al., 1975) and others examine aid 
flows separately (Stoneman, 1975). We agree with the second approach, 
because as Stonmeman points out, the structural effects of direct in- 
vestment clearly result from an increase in ownership and control over 
the recipient economy. Aid payments, on the other hand, are variable 
and rarely result in long-term direct economic control (1975:15). 

In order to isolate those aid inflows suspected of increasing 
long-term direct economic control, we do not include private loans, 
export credits, direct investment and portfolio investment in our 
measure of net inflows of aid. Since only "official development assist- 
ance" (bilateral and multilateral institutions) is expressly intended 
for the economic and social development of developing countries and 
since the related financial terms are concessional (UN Statistical Year- 
book, 1977:870), we measure the amount of aid from the Development 


Assistance Beratees (DAC aid) by total net flow of official bilateral 


8. The Development Assistance Committee of the OECD included, 
in 1972, the sixteen western developed countries listed below: 
Australia, Austria, Belgium, Canada, Denmark, France, Germany, Italy, 
Japan, Netherlands, Norway, Portugal, Sweden, Switzerland, U.K. and 
U.S. The GNP of these countries formed 98% of the total for all western 
developed countries (Bairoch, 1975:239). 
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and multilateral aid. The USSR and other bloc countries only offer 


official public aid, therefore this is the variable we use. 


3. Trade Measures 

The relatively straightforward operationalization of measures of 
trade in the literature is reflected in our analysis. The trade vari- 
ables are divided into two sets: variables that refer to identity of 
the trading partners and variables that describe the goods that are 
traded plus the amount of trade. 

a. Trading Partner Composition 

The four general trading partners identified in our equations 
are: the ex-metropole, other OECD countries, the USSR and other 
Eastern European countries, and the OPEC countries. All the partner- 
related variables examined are listed below, however, the data analysis 
reported in Chapter Four suggests that imports from the ex-metropole 
(VAR313) and imports from the Soviet bloc (VAR328) are the two relevant 
variables in the regression equation for growth. 

Ex-metropole: VAR313 - the percentage of total imports 


supplied by the ex-metropole in 
1965 


VAR253 - percentage of exports to the ex- 
metropole in 1965 


Other OECD Countries: 


VAR264 - percentage of exports to other 
OECD countries in 1970 


USSR and other East European Countries: 


VAR328 - percentage of imports in 1965 


OPEC Countries: 


VAR273 - percentage of exports to OPEC 
an/1965 


VAR333 - percentage of imports from OPEC 
in 1965 
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One point about the trade partner data that warrants mention is that it 
is customary to express exports in f.o.b. (free on board) prices and 
tO Gxpress imports in c.i.f. (cost, insurance and freight) prices. In 
other words, export prices do not include freight costs, insurance and 
the other charges connected with transport (Bairoch, 1975:225). Even 
if the figures are corrected to take account of this difference, the 
cost of transport is not recovered by the underdeveloped countries whose 
foreign trade, for the most part, is carried by the merchant shipping 
of developed countries. Because we are not concerned with measuring 
balance of trade, however, this problem does not effect our actual 
analysis. 
b. Composition and Amount of Trade 

The discussion in the dependency literature of the effects of 
trade composition on economic growth have (with the exception of the 
early ECLA reports) emphasized the distortions related to composition 
of exports. Predictions of price fluctuations for primary products, 
decreased demand for raw materials, and unstable foreign exchange 
earnings have sent many analysts off on a search for indices of export 
commodity dependence. Apparently undisturbed by the failure of these 
various indicators of trade dependency to produce results consistent 
with dependency theory, researchers have tended to ignore the other 
component of trade composition dependency, composition of imports, and 
to conclude from their findings that dependency theory requires serious 
rethinking. In our analysis, we use both export and import variables. 

The trade composition variables that appear in our equations 
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1. VAR344 - balance of trade: imports as a percentage 
of exports in 1970 

2. VAR418 - machinery and equipment as a percentage 
of imports in 1970 

3. VAR408 - raw materials and food as % total imports 
Tne 70 

4. VAR417 - machinery and equipment as % imports in 
1965 

5. VAR479 - imports as a % GDP in 1965 


C. Transformations in the Independent Variables 

Our general reference for the transformations used on the inde- 
pendent variables is E. Tukey's Exploratory Data Analysis (1978). One 
assumption underlying regression analysis, especially as it relates to 
tests of significance, is that the variables have multivariate normal 
distributions. Moreover, the least-squares regression technique is 
effected by the presence of extreme cases. To approximate the multi- 
variate normal distribution, we excluded four outliers on the dependent 
variable (Ghana, Rwanda, Senegal and Uganda) because of the possibility 
that these extreme values are explained by a different causal mechanism. 
For the independent variables, we transformed according to the degree 
of skewedness: using logs on variables skewed to the right, square 
roots on variables skewed more extremely to the right, and cube roots 


on the most extremely skewed variables. 


De econtroL Variables 

Because of the potential biases that could affect the relation- 
ships being studied, certain variables are controlled for spurious 
factors or to better specify the model (Bornschier et al., 1978:663). 


We have already discussed the large positive effect that initial level 
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of development has on economic growth. In some ae the regressions, we 
control for the effects of capital formation and/or domestic savings 
due to the fact that low levels of domestic capital formation may cause 
foreign capital to flow in and take up investment opportunities 
(Bornschier et al., 1978:663). Other studies that control for capital 
formation are Bornschier and Ballmer-Cao (1978), Chase-Dunn (1975a), 


Rubinson (1976), and Stoneman (1975). 


1. Gross Domestic Capital Formation and Gross Domestic Savings 
According to Stoneman, it is essential to include domestic 
Savings as an independent variable because it is the single most im- 
portant influence on growth (1975:13). One frequently used measure of 
domestic savings, 
"gross domestic capital formation, measures 
the outlays for the addition of reproducible 
capital goods to the fixed assets of private 
and public enterprises, private non-profit 
institutions, and general government and 
the value of the net increase, or decrease 
in inventories" (World Tables, 1976:7). 
Rates of capital formation should, theoretically speaking, indicate the 
effort made by countries to achieve economic growth, however, several 
factors combine to reduce the value of this indicator. First, it is 
difficult to measure agricultural investment; second, the relative size 
of the collective effort may not indicate the degree of success (Bairoch, 
POP 5S FZ). 
Our preferred measure of level of domestic savings is gross 
national savings. This variable is defined as gross capital formation 


minus the current account deficit (excess of imports of goods and 


services or export of the same), and is a more conservative estimate of 
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Savings because it measures the amount of gross domestic capital forma- 
tion financed from the nation's ‘own' output. Savings are measured in 
1970 and taken as a proportion of GDP (level of national income). 

In addition to gross capital formation as a percentage of GDP in 
1960 (VAR466) and domestic savings as a percentage of GDP in 1970 
(VAR452), our analysis suggests that private foreign investment in 1967 


(VAR467) may also be a contender for measuring level of domestic savings. 


2. World System Position 

The blockmodelling procedure used by Snyder and Kick to differ- 
entiate between positions in the world system (see Table 3-1 for the 
list of countries in each block) has two advantages over conventional 
(e.g. Sociometric) approaches to studying the form and operation of the 
social structure. First, it is a relatively flexible device for speci- 
fying similar patterns of interaction across multiple networks of inter- 
action. In this way, blockmodelling resembles multi-dimensional scaling. 
The main advantage, however, is that blockmodelling provides a formal 
model of relationships among members of a population that can be used to 
deduce interesting properties of the system as a whole. Snyder and Kick 
use the blockmodel only as a clustering device, grouping together 
countries that have the same relationships or lack thereof to other 
countries. 

In an attempt to move closer to a formal model of relationships 
between the periphery and the cose, we have subjected the block A/B 
distinction to relatively close scrutiny, to look for further differ- 
entiation within the African countries. The results are reported in 


Table 3-2. It should be noted by the reader that the four blocks, Aye 
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LISTING OF COUNTRIES IN EACH BLOCK: FOUR-NETWORK BLOCKMODEL 
(Trade, Interventions, Diplomats, and Treaties) 
FOR 118 NATIONS CIRCA 1965 


Block Nations 


A Chad, Congo (Brazzaville), Congo (Kinshasa), Uganda, 
Burundi, Rwanda, Somalia, Ethiopia, Malagasy Republic, 
Morocco, Algeria, Tunisia, Libya, Sudan, United Arab 
Republic,* Yemen* 


B Mali,* Mauritania,* Ghana,* Upper Volta," Senegal, 
Dahomey, Niger, Ivory Coast, Republic of Guinea, 
Liberia, Sierra Leone, Togo, Cameroun, Nigeria, Gabon, 
Central African Republic 


Cc Canada, United States, United Kingdon, Netherlands, 
Belgium, Luxembourg, France, Switzerland, Spain, 
Portugal, West Germany, Austria, Italy, Yugoslavia, 
Greece, Sweden, Norway, Denmark, South Africa, Japan, 


Australia 
oh Venezuela, Peru, Argentina, Uruguay, South Korea 
D Cuba, Ireland, East Germany, Hungary, Cyprus, Bulgaria, 


Rumania, USSR, Kenya, Iran, Turkey, Iraq, Lebanon, 
Jordan, Israel 


DD Finland, Saudi Arabia, Taiwan, India, Pakistan, Burma, 
Ceylon, Malaysia, Philippines 


E Panama, Colombia, Ecuador, Brazil, Bolivia, Paraguay, 


Chile, North Vietnam 


BS Haiti, Dominican Republic, Mexico, Guatemala, Honduras, 
El Salvador, Nicaragua, Costa Rica 


F Jamaica, Trinidad and Tobago, Poland, Czechoslovakia, 
Malta, China (People's Republic), Mongolian Republic, 
Nepal, Thailand, Cambodia, Laos, New Zealand, Iceland 


Es Albania, Syria, Kuwait, Afghanistan, North Korea, South 
Vietnam, Indonesia 


rn 


*Starred countries in blocks A and B cluster together in further "splits" 
of the data, although they are not shown as separate blocks in Snyder 
and Kick's analysis (Snyder and Kick, 1979:1110). 


ee 


4 
' 
ee a 
— ~ & 
Pah b 
le 
cr? 
e | 
’ 
- 
F 
ai 
‘ 
haa 
57 j 
7 
7i- 4s 


y : Sf 
———— a  ——— om eae Senne eapiiomiesintiy 


2, 1 ree) 
°' Pr 
aut 

: a 

a a fy. 


» ure ho ny Liat 7, ny * q, 


on ‘gitenolaic .4a0i2eeva ans : 
=F & . = ai 2 TA om i \ & “a ' 
oa ‘ eo" 
: = - a — 
a le — neice! me ia. a wh - a. ples 3 
- 7 nears 
e y* | 
er of ne 
i A A IE a - A ee A A 5 - 
: i 
r " o ~ © } U - 
" gucor , (ef!  -seaeeel Senee ae ps 
° 


i3 iy sy 
pte i ahha 
pi 


— 


fe - 
ROA Ut cmabsettaisen' erer 
0 * 


OObRda .o1.) Quo sent OF. y Sree a 
6 i ah ao0nOM 


#5 ain’ ob idlaes 


ma) HOSS 227 ake edema | 
{a4 " “no t> rf, iearrcsao yy - 
. is 1 ,aoeeth bev ten Shea 
61m% swreediead \vteet - 
_— : - os 
7 > mt ord “r<a; ee ¢.' apud ich 
G ee t ‘shawe. SoS RD: 
Si ierfawAe aos 
(eo iY aevpsd. wIst «els osama ie 
: 2 ViSrise ‘228° Faster ous 
‘tt yohel.cytien ee of i Manet 
feearh 4 ‘ontees 
, ay ; ¥ . 
ey 2) ee 4euk tides teal 7 


: - e) é. _ 
srt a; a ic it > . & :Y Pe hes veo 


t 
r 


: . 
[ah , iiss \tabsoud ,orcnieleD yensae® 9” 
Meareky Gest «vite So. ae 
als 

ae 7 : > 
a8 co. .olidwass netpinivwG J ao ay 

me) i Bae) SPS so 28 Ae 12 <5 Pe cae4 as . ; y 

i Qa acu 


‘ es i” b 
JLideLet .otktet baw! paint iiod 
ung! = seTotst) gas . 6>. 


4,4 if 
Bboy 


a 


= 

bos liget a 

\t Lad vei=ye & 74 
#3 Beef ONE: vite 


wale .26e02 


do  METSLRLIOTA 


iMTARO? Eyouls a ee 

iad VIERE Neal meeca- 
x, aaa ures - Et 
fee ee 


TABLE 3-2 


66 


DIFFERENTIATION OF BLOCK A AND B COUNTRIES INTO REGIONS 


Region Nation 


B Ghana 


Mauritania, Mali, 
Upper Volta 


B Senegal, Guinea, 
Dahomey, Ivory Coast, 
Niger, Cameroun, Togo 


Central African 
Republic, Gabon 


Ghana, Liberia, 
Nigeria, Sierra Leone 


A Algeria, Libya, Egypt, 
Morocco, Tunisia 


Ethiopia, Somalia, 
Sudan 


Malagasy Republic, 
Uganda, Kenya* 


Chad, Congo (B) 


Rwanda, Burundi, 
Congo (L) 
A, Angola, Mozambique 

(missing from 

Snyder and Kick) 
South Africa, Namibia 
(S.W. Africa), Lesotho, 
Swaziland, Botswana 


Malawi, Zambia, Rhodesia 


Tanzania 


Geographic-Colonial 
Affiliation 


West Africa, Britain 


former French West Africa 


former French West Africa 


former French Equatorial 
Africa 


West Africa, U.S.A., 
Britain 

North Africa 
Northeast Africa 


East Africa 


French Equatorial Africa 


Central Africa 


former Portuguese terri- 
tories: Southern Africa 


Southern Africa 


Central Africa 


East Africa, Britain 


Co nnn nnn LEE ES ERERAnSE 


Adapted from Africa: A Handbook to the Continent (1971:vii-viii), Colin 


Legum ed. 


*Coded as a D country by Snyder and Kick. 
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A B 


ot By: and B. are closely associated with broad geographic divisions. 


The A) countries are north, east and northeast; the A, countries are 
mostly south and central African with Tanzania on the east-center border; 
the B, countries are located on the west-coast; and the B, countries are 
just to the interior of B.- 

Our general finding for twenty-eight African countries is that 
the B. countries differentiate themselves from the rest of Africa in 
terms of trade and the amount of multilateral aid received. (See 
Table 3-3 for the case list of variables that appear in the final model.) 
The 1965 measures of the variables correlated with position-dummy vari- 
ables also show significant differences between the Bye Avr and A, 
regions as well. Looking at trade with the major partner, for example, 
48.5% of total trade is accounted for in the B, countries. This is 
about 30% more than in the amount of trade with the major partner in 
the A_ and B. countries and about 34% more than major partner trade in 
the A, group. 

Exports to the ex-metropole as a percentage of total exports 
shows a consistent differentiation of B, countries. Fifty percent of 
B.'s total exports are destined for the ex-metropole as compared to 34% 
of A,'S, 29% of AL's and 21% of B,'S. The percentage of imports from 
the ex-metropole yields a similar pattern with the B. countries import- 


ing 48.5% of their total, compared to 26% of A,'S, 34% of A,'s and 38% 


! 
one By Sie 


The two slightly discrepant findings are related to the amount of 
trade with OECD countries other than the ex-metropole. BL differentiates 


itself in terms of exports, 51%, compared with 13% for B, and 25% for A, 
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(A, does not enter the equation); A, differentiates itself in terms of 


imports, 36%, compared with 17% for B. and 22% for Al: 


It is on the basis of these results that we have chosen to look 
for interaction terms between Bye Boy A, and A, and the main effects 
in the regressions. Given the collinearity of the main effect vari- 


ables, we will consider only country position for interaction. It is 


legitimate for interaction terms to appear in the equation without the 


70 


corresponding main effects, when one uses ratio variables or dichotomies 


both of which have real zeros. One interprets the interaction as 
strengthening or weakening the main effect. When the main effect is 
absent, the interaction means that the variable has an effect only in 


the countries that correspond to the dummy variable. 


III. Analytical Strategies 

Throughout our data analysis, we have followed a relatively 
straightforward procedure. First we look for main effects of untrans- 
formed independent variables on economic growth, then we see if trans- 
formations of the variables are important. Next, we search for inter- 
actions with the dummy variables for world system position. This pro- 
cedure allows us to eliminate variables with insignificant effects; 
however, we run the risk of overlooking variables whose untransformed 
effects are not significant but could be if the variables were trans- 
formed. Again, our solution is the conservative one of elimination of 
untransformed variables from the equation. 

The actual regressions were run by entering one variable ata 


time with the F-level set low (F=1), to take into account the possi- 


bility of suppressor effects. That is, we did not want to overlook 
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pairs of variables that might not have a substantial effect when each is 
considered on its own, but have a strong effect when both are considered 
together. Because SPSS does not have backward selection as part of its 
stepwise regression routine, we performed additional runs in order to 
eliminate variables whose significance drops below conventional levels 


subsequent to the inclusion of additional variables. 


IV. The Use of Interaction Terms 

The use of interaction terms in multiple regression is a stand- 
ard practice of econometricians (Johnston, 1972) and has been covered 
amply in recent papers by sociologists and political scientists 
(Allison, 1977; Hanushek and Jackson, 1977:106-108). Essentially, the 
procedure involves the inclusion in the regression equation of a vari- 


able (e.g., X,) that is created by multiplying X, by X Ordinarily, 


1 on 


both x) and X,, also are included in the equation, but this is not 
necessary when both are either ratio variables or dummy variables. 


Although X. is an exact (as opposed to probabilistic) function of X 


3 si 


and Xo, but since it is a non-linear function, the variance-covariance 
matrix of the independent variables is usually non-singular, although 
problems of multi-collinearity can occur. 


Consider the equation below in which just x, and X, are included 


as independent variables: 


= FU 
fie Y at bx, bx, 


If we substitute the produce XX, for Xa we get: 


= =at+ tb: Xen 
fee eae bee, bx xS) Ux at (b, 3X5) X, 


As the re-expression of equation (2) shows, the unstandardized regression 


coefficient associated with X, can be interpreted as follows: when 
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multiplied by Xor it represents the component of ue effect of x on Y 
that is added (or subtracted from) the main effect of x Si eLOLia 
given value of X,- (The beta or standardized coefficients associated 
with the interaction terms are not interpretable.) When X_. is a ratio 
variable, the inclusion of X, in the equation specifies that the effect 
of x on the dependent variable is a linear function of X.. When xX, is 
a dichotomy, as is the case in all the analyses reported in this thesis, 
the inclusion of x, is less presumptious. In this case b. Simply repre- 
sents the difference between the slopes (unstandardized) of Y on X 


when X., is present and when it is absent. Or, put another way, the slope 


OLSEG0r x is by + b, when xX, is present and just by when X., is absent. 


Vee Conclusion 

A final point that we would like to make in our discussion of 
methods is that the exercise carried out in this data analysis is one 
of “inductive reconstruction". Given the tenuous status of African 
data, about the most we can hope to accomplish is to confront a frame- 
work of ideas with a set of data in an attempt to contribute further to 
an understanding of the theoretical issues, with a constructive inter- 


action between the two. 
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CHAPTER FOUR 
PRELIMINARY FINDINGS FOR THE EFFECTS OF PRIVATE 

FOREIGN INVESTMENT AND AID ON GROWTH 

i arncroduction 
The analysis attempts to distinguish effects of foreign direct 
investment and aid on the growth of African economies. These are the 
direct and immediate effect on economic growth of inflows of capital 
(enabling higher investment and consumption) and the long term effects 
on growth that are attributed, in the literature, to delayed structural 
changes induced by the presence of foreign investment. The latter in- 
clude export promotion, differential stimulus to various sectors, and 
changes in income distribution that are not conducive to economic develop- 
ment (Stoneman, 1975:11). We will assume that the findings of short term 
positive effects and long term negative effects can be considered as pre- 
liminary evidence in support of the world system argument. 
The hypotheses that emerge from an exhaustive search for rela- 
tionships among dependency variables (refer to the correlation matrix 
for the relationships finally considered) are listed below: 
1. The greater the stock of private foreign 
investment, measured as a percentage 
of GNP in 1967, the less economic growth, 


as measured by change in GNP between 1965 
ce tig = ai ae 


2. The greater the stock of private foreign 
investment, measured by the proxy gross 
domestic capital formation as a percentage 
of GDP in 1960, the less the change in GNP 
between 1965 and 1973. 


3. There exists an interaction between stock 
of private foreign investment and world 
system position that will increase the 
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negative effects on economic growth for 
those peripheral countries more closely 
integrated into the world economy, that 


is, the B. countries. 


4. The greater the amount of short term 
private foreign investment, measured as 
the percentage change in private foreign 
investment from 1967 to 1973, the greater 
the change in GNP between 1965 and 1973. 


5. Per capita aid from the Development 

Assistance Committee (DAC) is expected 

to behave in the same way as private 

foreign investment, however, DAC aid is 

measured in 1970, therefore we will test 

only for short term positive effects on 

change in GNP. 
In addition, the investment and aid variables are combined to examine 
the effects of these variables on growth when both are included in the 
regression equation. 

In the initial analyses, skewed variables were analyzed untrans- 
formed and with transformations. Because the transformations, made on 
the basis of univariate distributions of the variables, offer a better 
representation of the variables, only the results for the transformed 
versions of the variables are reported. With the exception of the lack 
of robustness for the negative effects of stock of foreign investment 
for the entire sample of twenty-seven African countries, the findings 
for the transformed set are quite similar to the findings for the un- 
transformed set. In addition to the cumulative list of investment and 


aid variables, dummy variables are included in the regressions as 


measures of world system position. 


II. Discussion and Interpretation of Findings 
As suggested in the literature (Bornschier and Ballmer-Cao, 1978; 


Chase-Dunn, 1975a; Evans, 1972; Rubinson, 1977) prior level of development 
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(LGNP in 1965) has the strongest positive effect on economic growth 
(CHANGEGNP); the partial beta=.717 (see Table 4-1). The partial B is 
22.152. The log’ of GNP in 1965 is an important control variable used 
to sort out the direction of causal effects. Bornschier et al. suggest 
that foreign investment or aid is attracted to countries with a rela- 
tively higher level of economic development because there are greater 
investment opportunities. "This mechanism would produce a positive 
relationship between level of economic development and foreign invest- 
ment at any one point of time" (1978:663). That is, unless controlled, 
the results of this effect will confound the negative effect of foreign 
investment or aid on economic growth with the positive effect that level 
of growth has on attracting investment or aid (Bornschier and Ballmer- 
Cao, 1978; Chase-Dunn, 1975a; Evans, 1972; Rubinson, 1977). 

Bornschier et al. (1978), Stoneman (1975) and Beckford (1971) 
also suggest that flows (short term effects) and stock (cumulative or 
long term effects) of foreign investment should be differentiated be- 
cause they have opposite effects on economic growth. This pattern of 
findings holds for both investment and aid dependence (Bornschier et 
Bey elo 7o260/). 

The finding of a positive effect of the 1970 level of domestic 
savings on growth (the partial beta is .801 and the partial Bis .822 
for VAR452) illustrates the Bornschier et al. findings of short term 
positive effects of the availability of capital on economic growth, and 
is consistent with both the mainstream and Marxist-inspired literature. 


s ~ . " . 
Because initial level of domestic savings 1S an important cause of 


growth and low levels may cause foreign capital to flow in to take up 
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investment opportunities" (Bornschier et al., 1978:663), we control 
for the initial level of gross domestic investment (NVAR449). Several 
studies that control for the effects of capital formation or domestic 
savings all those of Bornschier and Ballmer-Cao (1978), Chase-Dunn 
(1975a), Papanek (1973), Rubinson (1976), and Stoneman (1975). 

Our use of gross national savings rather than gross domestic 
capital formation as our measure of domestic investment because it is 
a "cleaner" variable. Gross national savings (composed of gross public 
and gross private savings) shows the amount of gross domestic capital 
formation financed from the nation's output. Gross domestic savings is 
defined as the difference between gross domestic capital formation and 
the deficit on current account (World Tables, 1976:7). The deficit 
current account measures the excess of imports of goods and services 
Over exports of goods and services. Including current account deficit 
in the measure of gross domestic capital formation allows one to control 
for such things as domestic capital outlay paid for factor services 
abroad, yielding a more conservative estimate of domestic capital outlay. 

The short term effect of private foreign investment on growth is 
measured by the cube root of the percentage increase in private foreign 
investment between 1967 and 1973. This variable, NVAR466, has a positive 
effect on CHANGEGNP, as indicated by a partial beta of .368 and a partial 
B of 3.685. Again, this finding is consistent with Bornschier et al.'s 
results (1978:671), and the finding is substantiated in the literature. 
(See Kaufman et al., 1975; Papanek, 1973; Stoneman, 1975.) In fact, 
all four of the above findings are consistent with the findings of 


Bornschier et al. on the effects of foreign investment on growth. Short 
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term changes in private foreign investment affect the economy in much 
the same way as domestic savings, by contributing to domestic capital 
formation (Pearson Commission Report, 1969). 

On the surface, the finding of a negative effect of capital 
formation on growth (the partial beta of NVAR449 is -.542) appears to 
contradict our previous discussion of the positive effects of capital 
on growth, however, the problem is resolvable if gross domestic capital 
formation as a percentage of GDP in 1960 (NVAR449) is treated as a 
proxy for stock of foreign investment in 1960. We suggest that the 
short term positive effects of capital formation in 1960 have either 
dissipated by 1973 and/or are captured by LGNP. What remains is the 
long term negative effect of that portion of capital in 1960 that was 
formed by stock of private foreign investment. This interpretation is 
consistent with the findings of Chase-Dunn (1975b), Bornschier (1975), 
Bornschier and Ballmer-Cao (1978), Bornschier et al. (1978), and 
Stoneman (1975). In other words, NVAR449 is treated as a proxy for 
private foreign investment in 1960. 

Support for this interpretation is provided by (a) the strong 
positive zero-order correlation between the square root of gross 
domestic capital formation in 1960 (NVAR449) and foreign private invest- 
ment in 1967 (VAR469). The correlation is .632; (b) the fact that in 
the initial stepwise regressions (not reported), the magnitude of the 
effects of VAR469 drops as first IB2V449 and then VAR449 are added into 
the equation; and (c) the partial beta associated with the interaction 
between private foreign investment and the B, position in the world 


system (IB2V469) is positive. The failure to find a significant effect 
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of the interaction between the transformed version of VAR449 and the 
B, position suggests that the effect of gross domestic capital formation 
is the same for all twenty-seven countries. 

The log of VAR469 (the effect of private foreign investment as a 
percentage of GNP in 1967) is not significant, but the interaction be- 


tween stock of private foreign investment and B. membership is (IB2L469). 


2 
The partial beta is -.539, the partial B is -12.238. These results 
indicate that the negative effect of private foreign investment is 
limited to the B. countries; a finding consistent with the Bornschier 

et al. report of a stronger negative effect of direct foreign investment 
on growth for the richer underdeveloped countries. 

In summary, with respect to the long term negative effects of 
stock of foreign direct investment on economic growth, if both NVAR449 
and LVAR469 are accepted as measures of international variations in 
stock of foreign investment, we find a long term negative effect of 
private foreign investment for all twenty-seven countries, accompanied 
by an interaction term which indicates that the effect is stronger for 
the B, countries. Table 2 examines the effects of foreign aid on 
CHANGEGNP. 

The short term effect of the level of per capita DAC aid measured 
in 1970 is negative. The partial beta of NVAR348 is -.502 and the 
partial B is -7.27. According to P. Jalee, this finding is related to 
the effectiveness of the capitalist aid coming in (1969:110). Harry 


Magdoff quotes Eugene R. Black, a former president and chair of the 


World Bank on the motives behind the Bank's foreign aid program. The 


three major benefits are: (1) substantial and immediate markets for 
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exports of goods and services, (2) stimulation of new overseas markets 
for the multinationals, and (3) the orientation of national economies 
toward a free enterprise system in which the multinationals can prosper 
(1969:176). Further analyses, however, indicate that the selfish 
motive may be too simplistic an explanation of the negative short term 
effect of DAC aid. None of the other aid variables were significant. 
Finally, the combination of investment and aid variables (Table 
4-3) yields an equation in which all effects are significant at con- 
ventional levels, and in which the R? and the R? adjusted are .437 and 
-268 respectively. With the exception of gross domestic savings 
(VAR452) which is measured in 1970, the variables entered on the first 
step of the regression are included on the grounds that they were 
measures in 1965. All of the variables left out of the equation are 
not significant, although the partial beta associated with the inter- 
action of the A2 position with DAC aid (IMN348) is -.103. The vari- 
ables accounting for the most variation in NVAR348, per capita DAC aid 
in 1970, are those associated with private foreign investment and gross 
capital formation as indicated in our final model. This association may 
be interpreted in two ways. First, in the context of Bornschier et al.'s 
findings, the negative effect of DAC aid on growth appears to be largely 
spurious. The other interpretation is that if NVAR348 (DAC aid) is 
entered first, the effects of NVAR449 (domestic capital formation) and 
IB2L469 (the interaction term for B2 and foreign private investment) on 
growth are indirect via their effects on DAC aid. The second interpre- 


tation is suggested by the final model in Chapter Six, 
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The findings for the effects of private foreign investment on 
the economic growth of twenty-seven African countries support the world 
system/dependency distinction between short term positive effects of 
private foreign investment on growth and long term negative effects of 
stocks. The negative effects of gross domestic capital formation on 
growth is resolved within the world system framework by treating capital 
formation measured in 1960 as a proxy for direct foreign investment in 
that year. The interaction between the negative effect of stock of 
private foreign investment with the B2 position in the world system is 
consistent with Bornschier et al.'s finding of a stronger negative 
effect of direct foreign investment for the growth of richer under- 
developed countries. The preliminary analysis also reveals a negative 
short term effect of aid that was not anticipated by Bornschier et al. 
In the context of their findings, this effect could be interpreted as 
spurious. However, the final model indicates that capital formation 
and the interaction between foreign investment and the B2 countries 


affect growth indirectly, via their effects on DAC aid. 
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CHAPTER FIVE 
PRELIMINARY FINDINGS FOR THE EFFECTS OF TRADE 
ON ECONOMIC GROWTH 
Pee Late roauetc Lon 

The effects of trade on economic growth are less straightforward 
for a number of reasons. First, unlike the effects of foreign invest- 
ment and aid, the previous research on trade provides no clear guide- 
lines for the construction of an initial model. Consequently, our re- 
duction of all possible trade variables down to a manageable set that 
could be tested in conjunction with position in the world system pro- 
ceeded in a more ad hoc fashion. Second, this ad hoc procedure was 
hampered by the fact that some of the countries have missing values on 
some of the trade variables. These missing values generally reduced 
the number of cases analyzed and created further problems in that with 
listwise deletion, the inclusion or exclusion of a given variable 
changed the composition of the data set slightly. Third, a number of 
independent variables that appeared to affect growth were badly skewed, 
and when transformed versions of these variables were used, some of 
these variables no longer appeared to affect growth. 

In order to obtain a relatively small set of independent vari- 
ables, the results obtained with the transformed set is regarded as 
representing the main effects of the trade variables. Finally, because 
of the large number of trade variables that were found to interact with 
the country's position in the world system, the final analyses of the 


trade variables on the B, and non-B, countries were run separately. 
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Although this procedure seems preferable on theoretical grounds, it does 
reduce the statistical power of the analyses. With these caveats in 
mind, we present the results of our analyses of the effects of trade on 
growth. 

In the analyses of the trade variables, the trade variables were 
divided into two sets and, initially, analyzed separately. The first 
set consists of those variables that refer to the identity of the trad- 
ing partners; the second set consists of those variables that describe 
the goods that are traded plus the amount of trade. We begin our dis- 
cussion with the findings on trading partners. The chapter ends with a 
discussion of the results of analyses that examined both sets of vari- 


ables together. 


II. Discussion of Findings and Initial Interpretation of Trade Effects 
The initial regressions of change in GNP on untransformed and 
transformed measures of importS and exports from the USSR and other East 
European countries, OPEC, the ex-metropole and other OECD countries 
Suggest that first, trade dependence is a function of imports rather 
than exports, and second, it is related to the origin of the imports 
(see Table 5-1). For the transformed set, initial level of development, 
LGNP 1965, has (as expected) the strongest positive effect on growth, 
with a partial beta of .638. The finding of a negative effect of the 
percentage of imports from the ex-metropole in 1965 (VAR313) (beta= 
.342, B=-.395) is consistent with the dependencia version of dependency 
theory (see Osvaldo Sunkel, 1971, translated in part in Tyler and 
Wogart, 1973:37), with Vengroff's (1977) analysis (see Table 2, page 621 


in Vengroff) and with the ECLA analysis of center-periphery trade 
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relations (see R. Prebisch, 1962). 


Coupled with the negative effect of imports from the ex-metropole, 
the ideological significance of a positive effect of imports from the 
Soviet Union and other East European countries (NVAR328) (beta=.289, 
B=4.084) is obvious. At this point in our analysis, however, we will 
only suggest that the finding may be related to the Soviet stance on 
aid. Jalee compares Soviet and French bilateral public aid (there is 
no Soviet private aid) to illustrate the difference in the percentage 
of aid devoted to industrialization. The amount of French aid from the 
FAC (Fund for Aid and Cooperation) directed towards industrialization 
in West Africa amounted to only 0.15% of French total aid between 1959 
and 1962; the comparable percentage for Soviet aid was about 50% (1969: 
110). Although these figures may be somewhat of a caricature, they do 
point to what may be a difference between the sectoral destiny of in- 
coming funds. For example, Soviet imports are, for the most part, com- 
posed of heavy machinery, and therefore likely to contribute to the 
domestic industrial base. We will take up this discussion when we 
interpret our final model. 


The presence of the dummy variable A,, with a partial B of 


2 
-13.222 suggests that this group of countries would have growth rates 
averaging about 13% less than the other groups if the values of all 
countries on the other independent variables could be held constant in 
the equation. That is, other things being equal, the A, countries have 
achieved less growth than the other three sets (Bio Bor and A,)- This 


result, however, is explained in later analyses as stemming from the 


fact that the positive effect of imports from the USSR is substantially 


less for the A, countries. 
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As a final note on the effects of trading partner composition on 
growth, the negative effect of VAR313 (% imports from ex-metropole in 
1965) is unaffected by either the exclusion of the variables discussed 


above or the inclusion of A... 


III. Discussion of the Findings on the Interaction of Trade Partner 
Variables with Position in the World System 


This set includes the transformed versions of VAR273, VAR328, 
and VAR333, plus the variables whose main effects were significant in 
the first run: LGNP, VAR313 (% imports from the ex-metropole, 1965), 
dummy variable Al: and NVAR328 (square root, % imports from the Eastern 
bloc). The interaction terms were created by multiplying VAR313 and 


NVAR328 times the dummy variables A Bie Bas and A: 


The main effects of LGNP, VAR313, B. and NVAR328 were all entered 


uke 


on step one. The interaction terms were then allowed to enter one at a 
time, according to standard stepwise regression procedures. With the 
F-value set to one, the inclusion of interaction terms involving NVAR328 
resulted in an attenuation of the effect of AL consequently; a second 
stepwise regression was run (see Table 5-2). 

The variables entered on the first step of the second run repli- 
cate those entered on the first run, with the exception of Al: These 
variables are described below. Next, the remaining variables were 
allowed to enter on subsequent levels, however, these variables did not 
have F-values that exceeded the specified level of 1.0. Nevertheless, 
an interaction between VAR313 and B was a serious contender for inclu- 
sion in the final equation. If IB2VAR313 had been included, the partial 


beta would have been 0.532. The partial correlation associated with 
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this coefficient is high (0.221), but the tolerance is low, and, of 
course, the F-value is less than 1.0. The R? and R? adjusted for the 
equation are 0.731 and 0.631 respectively. The F-value equals 7.258, 
which for 6 and 16 degrees of freedom is significant beyond the .01 
level. All coefficients are significant at the .10 level, and most are 
Significant at the .05 level. 

As suggested by the previous results, LGNP has a substantial 
effect on economic growth. The betas and B's associated with VAR313 
(3 imports from ex-metropole in 1965) fluctuated widely as different 
variables entered the equation, and the F-value associated with this 
coefficient is the smallest, F=2.087. Nevertheless, the partial B is 
fairly close to the partial B's of the previous runs as is its value 
when it first enters the equation after LGNP. On these grounds we will 
include VAR313 in the equation. 

A partial beta of greater than one associated with NVAR328 
(square root, % imports from Eastern bloc) arises mainly because of the 
inclusion of the main effect of B.- The negative coefficient associated 
with IAN328 is sufficiently large so that for the A, countries, the 
effect of imports from Eastern bloc countries is negative (partial B= 
-17.74, partial beta=-.965). Finally, other things being equal, the 
B, countries grew less than other African countries. 

In explaining the negative effect of the interaction of Eastern 
bloc imports with world-system positions BL and Al: one should keep in 
mind that the Soviet aid and trade relations have always been re-enforced 
by those of the East European Communist states (Klinghoffer, 1974:66), 


therefore, the Eastern bloc policies are basically Soviet policies. The 
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interaction could reflect policy differences towards Asian countries 
that roughly correspond to geographic grouping. For example, the nine 
African states with which the Soviet Union does not maintain diplomatic 
relations fall into positions Be (Liberia, Ivory Coast, Gabon, Niger) 
and A, (South African Republic, Lesotho, Swaziland, Botswana, Malawi) 
exclusively. Or, the interaction could reflect the relative ability of 
different African countries to avoid the problems of dependence on the 
Soviet bloc. This second suggestion is rather speculative given the 
small proportion of Soviet Union-African trade (2% of the USSR's total 
and 4% of Africa's, 1970)” however, in relations with its major African 
trading partners, Algeria, Sudan, Morocco (A, position countries), Ghana 
(BL), and Nigeria (Bo), the Soviets maintain only a slightly favorable 
trade balance, with deficits in trade with Nigeria and Ghana 
(Klinghoffer, 1974:68). 

A third possible interpretation of the interaction is in terms 
of a curvilinear relationship. Specifically, the positive effect of 
NVAR328 (transformed % imports from Eastern bloc) is greater for lower 
values of the variable. This explanation is supported by the zero order 
correlations of NVAR328 with the dummy variables measuring position in 
the world-system. Listing the African blocks from high to low, the 


percentage of imports from the Soviet Union and other Eastern countries 


is highest in Ayr followed by Bir B, and A,: 


9. U.S. Department of State, Bureau of Intelligence and Research, 
Communist States and Developing Countries: Aid and Trade in 1970, 92nd 
Cong., lst Session, Sept. 22, 1971. Percentage estimated by Klinghoffer, 


1974:67. 
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To summarize the results of these initial runs, there appears to 
be a difference between the effects of imports from the ex-metropole and 
imports from the Soviet Union and other East Suropean countries. Whether 
or not the trade variables are transformed, imports from the ex-metropole 
have a strong, consistent negative effect on growth for all African 
regions. The positive effect of imports from the Soviet Union, explained 
in terms of composition or effectiveness of imports, is, on the other 
hand, overridden in the transformed set by the negative coefficient 
associated with the interaction of these imports with the dummy variable 
for Al: This interaction could reflect regional policy differences, 
differential ability to avoid dependence on the Soviet bloc, or a curvi- 
linear relationship where the positive effect of NVAR328 is greater for 
smaller values of the variable. We will return to this interaction in 
our analysis of the combined trade partner/trade composition set. 

IV. Discussion of Findings for the Combined Set of Trade Partner and 
Trade Composition Variables 

The partner and composition variables with significant main 
effects in the previous runs were Bi EN Se a Single set; LGNP and 
the trade partner variables were entered on the first step of the 
regression (not reported); the composition variables and dummy A, were 


‘i 


entered on the second step. With the exception of A the effects of 


1’ 
all the variables entered on the first step went to zero. The effect 
of the trade-composition variables and Alare all statistically sig- 
nificant and large therefore rather than attempting to introduce the 


associated interaction terms at this point, we divided the countries 


into B., and non-B,, groups. 
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V. Analysis for the By Countries 


The findings for the ten B, countries are generally interpretable 
from the world system perspective. (Refer to Table 5-3.) As expected, 
LGNP in 1965 has the strongest effect on growth. The other variable 
which appears to effect growth positively is NVAR328, the transformed 
version of percentage imports from the USSR and other Eastern bloc 
countries. The partial beta is .680. The correspondence between 
relatively high levels of initial development for the B., countries and 
low percentages of Eastern bloc imports may put the B. ances Live 
better position to benefit from this trade concentration in industrial- 
imports. On the other hand, the negative effects of VAR418 (machinery 
and equipment imports), beta=-908, and NVAR408 (food and raw materials), 
beta=-812, reflect the bulk of B. trade (refer to correlation matrix, 
appendix to Chapter Five); that is, trade with the ex-metropoles and 
other OECD countries. In the context of the dependency literature one 
would expect these imports to have more profound, negative effects on 
growth via misplaced emphasis away from the domestic production of goods 
necessary to build and maintain a sound economic infrastructure. How- 
ever, the difference between our findings and the dependency/dependencia 
predictions is that the literature emphasizes the negative effects of 
export rather than import-composition. One may resolve the difference 
rather indirectly by drawing the connection between those distortions 
produced in the indigenous economic infrastructure and the distortion- 
related demand created to maintain the export-industry. mat is, 
import-composition is an indicator of internal economic problems that 


may be related, in part, to export-specialization. 
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In this context, the ECLA analysis is relevant, although their 
policy was formulated as if imports were the motor behind Latin America's 
economic problems. We suggest that the imports were one of many symptoms. 

Finally, VAR418 (machinery and equipment imports) and NVAR408 
(log of food and raw material imports) are negatively correlated (r= 
-.461). In part, this negative correlation results from the fact that 
both variables express the amount of a particular type of goods imported 
aS a percentage of total imports. Other things being equal, therefore, 
the higher the percentage of one type of imports, the lower the percent- 
age of the other type. The methodological significance of this negative 
correlation is that is makes no sense to combine NVAR408 and VAR418 
into a single index. Also, combining these variables assumes that 
NVAR408 and VAR418 have the same partial slope (effect in growth). This 


is clearly not the case. 


VI. Analysis for the Non-By Countries 


Because the effects of the trade partner variables vanish upon 
inclusion of the trade-composition variables, two runs were made for 
the thirteen non-B, countries. (The first run, Table 5-4, includes 
all of the trade partner variables measured at 1965; the second run, 
Table 5-5, includes the trade composition variables, most of which are 
measured at 1970.) The a for the regression equation produced on the 
meee run is .858.. The R? adjusted is .787. The F-value is 12.10, 
which for 4 and 18 degrees of freedom is significant beyond the .Ol 
level. All coefficients in the equation are significant at the .025 


level. 
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The positive effect of LGNP, partial beta=.672, and the negative 
effect of VAR313, partial beta -.400 (% imports from the ex-metropole) 
are both readily interpretable in the context of both theoretical and 
empirical literature reviewed in the first two chapters. The interesting 
finding, of course, is the strong negative effects of IAINVAR328 (inter- 
action of A, with square root of imports from the USSR and other Eastern 
European countries; the partial B=-9.14, the partial beta=-.639, for the 
A, countries. This interaction means that the effects of Soviet bloc 
imports from the AL countries is -4.79. We interpret these results in 
the following way: In the case of the By and A_ countries (where the 
percentage of imports from the Eastern bloc countries is low), imports 
from the Soviet bloc may represent a diversification of trading partners 
away from ex-metropole dependence that avoids dependence on the Soviet 
Union. On the other hand, the AL countries have a greater proportion 
of Soviet imports, and show signs of trade dependence, that is, the 
negative effect of Soviet bloc imports on growth. 

The same argument could be applied to the moderate amount of 
trade in the case of the By countries. Indeed, as in the analysis of 
the trade partner variables for the entire sample, a negative effect of 
the interaction between BL and NVAR328 is found in the analysis of the 


non-B. countries (not reported). This interaction is not statistically 
2 


significant, however, in part because of the small number of By countries 


in the analysis. 


2 2 ; 
The general results for the second run are an R and R adjusted 
of .864 and .796 respectively. The F-value for the equation is 12.862, 


which at 4 and 8 degrees of freedom is significant beyond the .01 level. 
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All coefficients in the equation are significant at the .05 level (one- 
tailed). The variables includes in the equation are NVAR344 (log of 
balance of trade in 1970) with a partial B of -56.207 and a partial 
beta of -.932, VAR418 (machinery and equipment as % imports in 1970) 
with a partial beta of -.314 and a partial B of -.726, (the magnitude 


of this coefficient is substantially less than for the B, countries), 


\o 


VAR479 (imports as a % GDP in 1965) with a partial beta of .360 and a 
Partra, Bor 24597 and’ finally; AL with a partial beta=-.503 anda 
partial B=-16.17. 

From the standpoint of dependency theory, the question that the 
negative effect of a surplus of imports to ecports raises is the extent 
to which a trade deficit is a consequence of either a country's trade 
dependence and/or its dependence on other countries for the formation 
of capital. The negative effect of imports of machinery and equipment 
aS a percentage of imports can be given the same interpretation as was 
offered in the discussion of the B, countries (see discussion of Table 
5-2). The negative effect of AL IMeans that, other things being equal, 
the economic growth of the B. countries lagged behind that of the non- 
B. countries. If, as we have suggested, the AL countries constitute the 
extreme periphery of the modern world system, then this finding is con- 
sistent with the world system/dependency perspective. 

Our interpretation also rests on the assumption that the M 
countries (missing from Snyder and Kick) are not (for various reasons) 
subject to the constraints of typical dependency relations arising from 


a particular form of economic incorporation into the world system. 
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In conclusion, the results for the B., countries are clearly more 
easily interpreted from the world system/dependency perspective. Both 
trade-partner variables such as imports from the ex-metropole and trade- 
composition variables such as imports of machinery and equipment have 
Significant negative effects in the case of the B, countries. The main 
exception to this pattern is the positive effect on growth of imports 
from Eastern bloc countries and the Soviet Union, but interpreting this 
finding also poses a problem of interpreting the negative side of this 
variable for the A countries. The only dependencia-inspired trade 
composition variable that appears in the equation for the non-B 
countries is machinery and equipment as a percentage of imports, and 
this variable has the smallest beta. The results for the second run 
(not reported) for the non-B., countries indicate that the effect of the 
trade partner variables wash out when the trade composition variables 
are introduced. The implication of this finding is that in order to 
interpret the effects of trade partner variables, we need to know their 
effect on the trade composition variables. 

The interpretation difficulties raised by the analyses of the 
trade variables, particularly in the case of the non-B, countries, leads 
us into Chapter Six, our final data analysis chapter, in which we will 
examine the trade variables in the context of the effect of foreign 
private investment on growth. This analysis will cumulate in our final 


model of how market and economic power dependency effect the economic 


growth of African countries. 
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CHAPTER SIX 
PRESENTATION OF THE STRUCTURAL AND REDUCED-FORM EQUATIONS 
FOR THE FINAL MODEL OF THE COMBINED EFFECTS 
OF MARKET AND CAPITAL DEPENDENCY ON ECONOMIC GROWTH 

Chapter Six integrates the findings presented in Chapters Four 
and Five into a single model of market and capital dependency for Africa. 
For this reason, a brief summary of the previous data analysis will be 
given in the introduction. Chapter Four is an analysis of the effects 
of aid and private foreign investment on growth. Of the many aid vari- 
ables tried, only the percentage of DAC aid has an effect on growth, and 
this effect is negative. There also appeared to be a positive inter- 
action of DAC aid with position A,s however, the final model indicates 
that the interaction is negative. Gross domestic capital formation also 
had a negative effect on growth that was strengthened in the case of the 
B. countries. Although foreign direct investment had no main effect 
on growth, its interaction with the B, variable was significant and 
negative. It was suggested that most of the variation in gross domestic 
capital formation reflects differences in private foreign investment or 
foreign controlled investment. In addition, internally-generated but 
foreign-controlled outlays of capital measured in 1960 provide a better 
measure of long term foreign investment than does the investment vari- 
able measured in 1967. Consequently, gross domestic capital formation 
is the preferred measure of foreign investment. Rather than interpret- 
ing the interaction between B, and foreign investment as a stronger 


negative effect in the case of richer peripheral countries, (in fact, 


i i ot richer) as 
in the case of capital formation, the B. countries are not r ) 
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do Bornschier et al. (1979), the B. position is regarded as more inte- 
grated into the world economy than other African regions. 

The more integrated a country, the more likely it is to be 
dependent and to exhibit the negative effects of its dependence. 
Chapter Four provides preliminary support for this statement as indi- 
cated in the results of combining the aid and investment variables into 
one regression equation. DAC aid is highly correlated with both measures 
of private foreign investment. This suggests the possibility of a 
constellation of variables that are related to the connection of periph- 
eral countries to the core, and the effects of these variables are 
negative. 

Chapter Five did not present a specific model, rather the trade 
variables that remained after a careful process of elimination were 
divided into two groups (1) trade partner, and (2) trade composition. 
The trade partner variables that emerged were the percentage of imports 
from the ex-metropole with a negative effect on growth, and the percent- 
age of imports from the Soviet Union and other East European countries 
with a positive effect. The negative interaction between the A, 
countries and Soviet imports, however, may reflect a curvilinear re- 
lationship. That is, the main effect and the interaction effect cancel 
one another out. Therefore, to the extent that the interaction is sub- 
stantially larger than the main effect, the effect of trade with the 
Soviet bloc will be negative. Of the trade composition variables, the 
percentage of raw material and food imported had a negative effect on 
growth that was strengthened by an interaction with the B. countries. 


Machinery and equipment imported also had a negative effect. Finally, 
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in an attempt to integrate the above findings into a more coherent 
picture of African dependency, the aid, investment and trade variables 
were combined into a single model, as described below. 

Because much of the discussion of the final model will be 
couched in terms of the components of the correlations, a brief explana- 
tion of direct, indirect, main and interaction effects is in order. 
Kerlinger and Pedhazur suggest that "within a given causel model it is 
possible to determine what part of a correlation between two variables 
is due to the direct effect of a cause and what part is due to indirect 
effects" (1973:314). Indirect effects may occur via two correlated 
causes, x, and Kor that have direct effects on the dependent variable, 


Xr in addition to an indirect effect through the correlations with 


other causes. This is illustrated in figure 6-1. 


Figure 6-1 


13 


In this case, x and xX, are exogenous variables. In this case, the 


correlation 13 is due to the direct effect of x on Xx, (P,,) and the 


indirect effect due to the correlation of x, and xX, which is also a 


cause of X_. The same reasoning applies to 53° (For more examples of 


3 


ietoy oxeom « cheek epadbel’ evods leds es 

< Hide: 
vy ain«d one gixsevearet ble an spistA, 
| aa 


-woled i bedinsesh as Leben: aiya! Je pani ocr. 


Bj s Saae ie ev 
fiw Le0ORn 4 a2 af7 36 nsceeuse ib leasenin doc Ss 


» teind @ orcio.seloevos ens To. ean ono waite oii 


a 
ri nt agcsite apispevetnd basinion soazkba®, soe: 
pat 
os | » feeriy @ aistsiw"” 32080 Seepous sirendte® —e ars 
. _ 


od neigelewic & 20 218q tedw, sagerratab iad 


o ‘ » i tgiiw Sas wenes 6 Jo foe )3e. doextt $4 
A + piv swooe yen arosite gossbbal qeseretenh > 
+ a0 atuetie tuexk> eved: Jats 1g Bors * ve 
om id dyvoadt goeise ‘$05 tebnd 1ea,eF nnisibos af 


ratty 7 es 


z 
rene 
ng 


- 


a 
> as 


> 


104 


decomposition see Kerlinger and Pedhazur, 1973:314-316.) 

A correlation may also be decomposed into a direct effect and 
total indirect effects, making it possible to study the magnitude of 
each of these components and discern the roles they play in the system. 
"To obtain the total indirect effects of a variable all that is neces- 
Sary is to subtract its direct effect from the correlation coefficient 
between it and the dependent variable" (Kerlinger and Pedhazur, 1973: 
317). In the above example, the total indirect effects (TIE) of vari- 
able x on variable Xx, are 


TIE =o 
Syl Shik 37 


cr =P + 
WHEL SS ee sae 


Kerlinger and Pedhazur discuss the distinction between main 
effects and interaction effects in the context of effect coding (1's 
are assigned to members of a given group, O's to members of all other 
groups but one, and the members of this one group are assigned -1l's) in 
factorial designs. The differences between the treatments of one vari- 
able Xx, across the treatments or categories of the other variable com- 
prises the main effect of x: The interaction effect, on the other 
hand, is comprised of differences between the categories of one variable 
(X,) at each category of the other variables (1973:182). In our final 
model, none of the capital dependence variables have main effects, 
indicating that the long term effects of dependence on growth are 
mediated by other variables. Although the main effects were eliminated 
by design in order to study the mediating effects, this model is sta- 
tistically consistent with the data, in that the main effects will not 


enter the regression equation after the mediating variables have been 


included. 


a! 


(.aft-bit a ~esdgetae * pink i. a . 
ae 


“0: 76 e2x3C 
v: _ i en 


2 LiCl sat whose Go widlaz Beg ‘3b baceahir pate Site 5%: 
Le 1 : -_ 
y vi 
3 wig Yert eseicy S67 axooetb fas esuea sake seanlt 3 
; if 7 af ‘sl nal s 


Sorte “ta afGrrrmy Re 2 °2 =Jis seerntbal \tedne" mica 


bre Joes soguld ‘ ott) a ‘ou 62 


Fast ; Ar SET tc ett aes 3 a a] 79471 K nk oS 
evel ,simpenood has veqetitivet” “See reer sae hege® sh ae 


'yev << ho) aaoehtic Sewnstel ‘etos avts topes svots © 


@ ne v) 


a ery 
ae? * 


> ; 7: ~~ 4 
m 119 23 rs o@t etpoaeli “osebet Baa sept 
: » | 
® 


; a | 
tcat woo. ace ak esoetie nolsoezesek es 


‘sito air ao .sueTae Aeidearzetas |r = to sist 
‘ =a 


vo ~) ¥OwAtAg aut: 4 bias coorenet tah a Si 


<€25e0T Loe OWS enter sneak a i 
; = ¢ 7 - 
.* a 


(tengo) SORE ser aioe 


lan't «wd @& ~¢Seee ree satis ex edno a =o ae 
_ 


a 
> . 


* 


— 
= _ 
v 

a 


a 


ae 


a 


same #z a pie if +, 
: rs 7> 
Sonn pr 


ae 
Sairekes iy axon tS 
- i 

a, 


ty 

. _ 
‘ 

’ = 5 

ay, 


105 


Two alternative models of the possible relationships between 
market and economic power dependency are suggested by the fact that 
either NVAR469 (private foreign investment as a % GDP in 1967) or 
NVAR449 (gross domestic capital formation as a % GDP in 1960) and 
IB2NV449 (the interaction between capital formation and position B.) 
can be included in the reduced form equation (that is, the equation 
that specifies the total -- direct and indirect -- effects of the inde- 
pendent variables), but not both. Regardless of whether NVAR469 (PFI 
in 1967) or NVAR449 (capital formation in 1960) is used as an exogenous 
variable in the structural equation (the equation that specifies the 
direct effects of the independent variables on each other and on 
CHANGEGNP) the direct effects remain unaltered. However, neither 
NVAR469 nor IB2NV469 have appreciable effects on CHANGEGNP. Moreover, 
the results are more interpretable when NVAR449, gross domestic capital 
formation expressed as a percentage of GDP in 1960, is used as the 
measure of foreign investment, in that all variables but VAR418 
(machinery and equipment as % of imports in 1970) and NVAR408 (log of 
food and raw materials as % of imports in 1970) are affected by capital 
formation (NVAR449), and the interaction of domestic capital formation 
with the B, countries (IB2NV449) or both. For these reasons, only the 
result of the second specification (including NVAR449 and IB NV449) of 
the model is reported. Finally, to be consistent with the analyses 


presented in previous chapters, appropriate transformations of variables 


have been used when they are less skewed measures. 
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1. The Structural Equation (direct effects) 

The variables that directly effect CHANGEGNP have, for the most 
part, strong negative effects. The exceptions are LGNP with a beta of 
1.528 and a B of 47.66, NVAR466 (cube root of % change in PFI 1967- 
1973) with a beta of .337 and a B of 7.429, and the dummy variable 
representing the outlier, Cameroon, with a beta of .333 and a B of 
tees The R? for the equation is .920 and the adjusted R? w= bute oie fe 
For degrees of freedom equal to 10 and 12, the F-value for the equation, 
13.754, is significant using conventional levels (see Table 6-1). 

In reference to the relationships among the independent variables 
in the structural equation, the inclusion of IB2NV449 results in the ex- 
clusion of both IB2NV408 (interaction of B. and log food and raw material 
imports in 1970) and the main effect of VAR348 (square root of the % DAC 
aid in 1970), presumably because of the high collinearity of these vari- 
ables with IB2NV449. One substantive implication of choosing this 
structural equation is that the long-term negative effect of private 
foreign investment on growth has not been completely accounted for in 
the case of the B., countries. Another implication is that NVAR348, DAC 
aid, constitutes an intervening variable only in the case of the A, 
countries (see Figure 6-1). 

An analysis of residuals for the equation reveals no pattern of 
heteroskedasticity. The only candidate for an outlier is the Ivory 


Coast with a standardized residual of a little less than two. 


2. The Reduced-Form Equation 
The equation which specifies the total (direct and indirect) 


2 
effects of the independent variables on CHANGEGNP has an R of .635 and 


tus 
‘ 
> 


“we ars 


nets 


“I ee 2 - 52 Tbv ann Tye Ts 2 all on 


ge =o ooebeh itty load vat 


ciekak oae 
‘Let~gibe ordi) eo eh) eee 


atta’ v — 


* Q aoe oe 


004 wae} Weave , oa. Tb 40 € 


x a 
hb. th A Oke HOES te eed & fice 
| ines 
a e a. - ~~ 
\diciv ees. nil geen pasdeeass 
4 _. a” | 
ef fy poh — ‘ Le ws a 
‘) bree OF cot Ieios ‘i rere yo 
ra 
in ortre 9a. pare Sees thduse it 
al 
ios oe Og esr 108 6s! HEY 
rs — 
“elon? ods ,eeaseppe is vu3ouss ian ; 
fi. ie oor eeeees) BORvaeaT 1 ‘gad 36.Re tins 
, = ye) 
o tute when ot Bas UOTen ths saa 
5 4 


. a — i 2 y ‘ Pe 
any 7 genteood ¢idempagag a 
an} 
- 


. -ciyvetetva acm .SpevtaeT 


aah we 


7 .: i 
1 oid Sworn 4. Sesten 


afta Veblen ‘ae “0 
: / i 


ve 


(ta, << 


song eiogas a ts ie bir 


107 


0000 °O 
d 


JONVYIIOL 


CLYGL'EL 
Jd 


VWiILavd NI Vilaqa 


NOILVNOZ 3HL NI LON S3I1EVIYVA 


LvVLOv br 
9rpS8l O19 
3YVNOS NVAW 


JATEaVIYVA 


S9688° CEG “Gh 
vovss° LOl9 “Or 
SayuvNOS 40 WNS 4d 


920916 2 (LNVLSNOO) 


“th LSEEEL O9ZTEE'O BOELL LZ NOOYSWV9 
“Ys L988S'¢ bOStE O- 644L68°9- SDEANZYI 
m:) 80079 2 VOLTS O- €90008 °L- 8SPEYVAN 
“Ot g0c99 1 LO9e SO EvS6S8 '9- 8O0vANZEI 
A) cOv9os f ETLEE O OsSSetr'L SOVAVAN 
“Eh LOvly'8 vE8Er O- b6Lbb  8c- SODYVAN 
es c8S6E°O brsss 'oO- vLEOES T- BLPUVA 
“be vossolt Oo SvEIITO— 8LGL9O9OL O- ELEAVA 
“BE 6LESt ?@ b6ECL  O- b6vLe EL - 8CTEANWI 
°SS 6S910'9 O6LCS 1 60P99 LY dND1 

@ 40udF Gis vlad gq JTEVIYUVA 


~------------- NOILWNOFI 3HL NI S378VIYWA ----------------- 


68E99'°9 4yOddza GYVGNVLS 

WAGISSa 88cS8°0 auvNOS a Gaisnrav 

NOISS34534a SL616°O 3uvNOS uy 

JONVIYVA JO SISATIVNV vO6S6'O Y 3aldILINW 
NOOYJAWVO “"@ AAEWNN d3alS NO G3yx31N3 (S)3TEVIYVA 
dN3ASNVHO “"318VINVA LN3QN3d3G 


NOILWNOA IVYNLONULS AHL 


T-9 AIAWL 


yuGaMaAD 
* oT eT sie oe ASAIO Bose qd 3s TOV Tete yams 


gop ... seser nm _ ahh ae Saree. a2h \ XD yittag rege ay 
Ack cez.” m) ; : mucie29 38.2 


ee 

7 - —, 
eee 

Z ; ; 7 : ied 
: es eee es A911 Psa my Va POY S4RA LOY - - ae aie a ee. * aides ee en Oe Wi TAGs St. Wi 43 eT aR ness 


er Ava? La RY ? 4 Sones aTe aysy ea Se 


en aiayee | 


hae. 13% 
vee oie () $3203. 6-" “AT 


‘ aeot ri Louys 2? beech .G * 
no’ Pe) ‘ eer “ 4 oe Le 6 Oat. 4 ae = 
a a 7 = 


Afel- B ie saree .o <8 et 
. Pe ae Ler 4 - 7¢trea-@r 
f cy 6G et oe Se ~ : 

oo oa 


€ 


108 


Gvs98'b6- (LNVLSNOO) 
OLE SE L898E'E 7B8PLSO- vbTLOvr 6- STEANWI 
v9L'9 ZOLSS Z 186970 OL9vEO'9 8ZEYVAN 
971-9 96E18 4 OvOzS 'O- b96L0S ‘b- 6PPANZEI 
reo'e GSpSZLe€ SOP9E O- SEL 68r S- 6PPYVAN 
010°0 prego 'O OvSzO'O y8sto'o Li vavAN Ost 8h SZOOb'L SvbtO't 6O0ESS IE dND1 
J JONVERIOL = vIlavd NI viaa ITaVIYVA 4 @ yoda dis viag a J1aVIYVA 
~------------- NOILVNO3 3HL NI LON SA19VIYVA ------------- ------------------ NOTLVNOF 3HL NI S379VIYVA ----------------- 
pO6E6 th YONNa GYVGNVILS 
OSSS Zh BISEb Eze eet Iwnais3a ELLtTGS°O axYNOS 4 G3aLsnrav 
bZ00°O SL9K6'S T8h9b EDS }}GOE"LEZP S NOISS3493a LOSE9 0 aaVNOS 4 
d J JaVNOS NVAW SauvNOS 40 WNS 4a JONVIYVA 40 SISAIVNV 16962 °0 ¥Y 31dIL1NW 
8ZEANWI 
NOILISOd HLIM SLYOdWI MAHLO GNV LHIAOS 4Od WHEL NOTLOVWSALNT 
seat S96T SLYOdWI 3% SY YXHLO CNW LAIAOS LOO mWOS BCEYVAN 
O096T dad % SW dod) LOO AuwnoSs HLIM 7d dO NOTLOWAALNI 6PPANZEI 
O96T dad % SW NOILWWHOdT IWLIdWO OILSHWOd SSOUD LOOX auwnos 6VDYVAN 
G96T WLIdWO Wadd dND SOT dND1 “"b Y3SWNN d31iS NO G3431N3 (S)319VIYVA 


dNJONVHO “"318VIYVA LNION3d30 


NOILWONOD WHOd-asonaay AHL 


c-9 WIdWib 


- @ iy q 
sales sgon.o arvana < 


aa taney ee = ROI) Aes 


3 SMART T 


o.0 heEw? O 


a) ote f sie ae aioe 
- User ha 


an a es) 


r. Een 


ey Sat wy. 22 teeny = 


read? oO” 
 et9.0 

crret.o 

shece.?t 


aves | 
ans yr, 
09] ~ 
owott 
9H? ab » 
ie 0 


109 


; 2 
and an adjusted R of .528. =5.916, and all coefficients in the 


sepa, 
equation are Significant at the .05 level (see Table 6-2). The vari- 
ables included in the equation are LGNP, with an expected positive 
effect (beta=1.011 and B=31.553), NVAR449 (square root capital forma- 
tion in 1960) with a moderate negative effect (beta=-.364, B=-5.499), 
IB2NV449 with a strong negative effect (beta=-.520, B=-4.508). The 
interesting finding is the change in the magnitude of effect that occurs 
when the positive effect of NVAR328 (square root % imports from the 
Soviet bloc in 1965) (beta=0.470, B=6.635) interacts with the A, 
countries to produce a strong negative effect (beta=-0.515, B=-9.441). 

To further interpret the results for the reduced form equation, 
the links betewen NVAR449 and IB2NV449 were established by regressing 
the aid and trade composition variables in the structural equation on 
these two variaples plus LGNP, the trade partner variables, and the 
dummy variables used to represent the country's position in the world 
system. Next, the trade-partner variables were regressed on LGNP, 
NVAR449, IB2NV449, and position in the world system. Finally, in order 
to validate the use of NVAR449 and IB2NV449 as measures of economic 
power dependency, LVAR469 (log of private foreign investment in 1967, 
expressed as the percentage of GNP) was regressed on these variables 
plus LGNP and world system position. In this way, it was determined how 
gross domestic capital formation and imports from the Soviet bloc come 
to have the specified effects on growth. 

The antecedents of NVAR466 (cube root of percentage change in 
private foreign investment from 1967 to 1973) (see Table 6-3): Although 


short-term percentage change can be represented as being the consequence 
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of the trade-composition variables and aid, we prefer to present it as 
the consequence of variables that were measured earlier in time. The 
multiple Rois: unadjusted and adjusted, for the equation are 0.470 and 
0.387, respectively. The F-value for the equation is 5.626 which, for 
3 and 19 degrees of freedom, respectively, is significant using con- 
ventional levels of significance. In addition, all variables included 
in the equation are statistically significant at the .01 level. The 
variables in the equation are: B, (with a B of 1.340 and a beta of 
0.861), LGNP (with a B of -1.230 and a beta of -0.869), and NVAR449 
(with a B of 0.379 and a beta of 0.553). The finding of more short 
term percentage change in the B, countries is consistent with our inter- 
pretation of the B, countries as being more closely linked to the core 
of the modern world system. That is, one manifestation of integration 
into the core in the case of peripheral countries would be a higher in- 
flux of foreign capital. The positive effect of NVAR449 on percentage 
change lends credence to our interpretation of this variable as a 
measure of power dependency. We would expect greater short term change 
in countries whose stock was already relatively high, other things being 
soe ine 

The negative effect of LGNP is difficult to interpret. It could 
mean simply that more developed countries within the periphery are less 
dependent on the influx of foreign capital for their capital formation. 


It also may be an artifact of the exceedingly low levels of PFI in the 


10. Note that the positive effect of NVAR449 on NVAR466, coupled 
with the positive effect of flows on growth, provides the only positive 
indirect link between power dependency and growth. 
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underdeveloped countries in 1967. In such a case, any absolute increase 
in PFI would register as a large percentage increase. This reasoning, 
in fact, provided the rationale for taking the cube root of VAR466. 
Another point to be kept in mind with respect to this argument is that 
the moderate correlation between LGNP and B., could magnify this down- 
ward bias. 

The antecedents of NVAR348 (aid from the DAC countries as a per- 
centage of total aid in 1970) (see Table 6-4): The unadjusted and ad- 
justed ae for the equation are 0.781 and 0.732, respectively, and the 
F-value for the equation is 16.010 which is statistically using con- 
ventional levels of significance. The coefficients of all effects in 
the equation are Significant at the .05 level. The variables are: 
NVAR449 (B=0.436; beta=0.441), IB2NV449 (B=0.607; beta=1.068), VAR313 
(B=0.243; beta=0.320), and B, (B=-1.873; beta=-0.833). It is important 
to note that NVAR483 measures not the absolute aid that comes into a 
country but where the aid, however much it may be, comes from. For this 
reason, this variable is regarded as a measure of the country's power 
dependency on the core (DAC) countries circa 1970. Given this interpre- 
tation, the positive effects of NVAR449 and IB2V449 on NVAR348 are 
understandable, even though NVAR348 (DAC aid) is based on bilateral and 
multilateral aid from "official," non-private agencies. That is, 
economic power dependency on the core at one point in time is likely to 
have a positive effect on power dependency on the core at a later point 
in time. Possibly the same interpretation can be made of the positive 
effect of VAR313 (% imports from the ex-metropole in 1965) since this 


variable also can be regarded as where imports come from rather than 
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how much. The negative effect of B. is difficult to interpret. We are 
tempted to attribute it to the high collinearity between B. and IB2NV449 
(r=0.949). Statistically, the function of this main effect is to reduce 
the difference between the % DAC aid received by the B. and non-B, 
countries for a given level of NVAR449. 

The antecedents of NVAR408 (food and raw materials as a % of 
total imports) (see Table 6-5): The unadjusted and adjusted R's al 
the equation are 0.490 and 0.378, respectively, and the F-value for the 
equation is 4.340 which for 4 and 18 degrees of freedom, respectively, 
is significant at conventional levels of significance. The variables 
in the equation are significant at least at the 0.10 level. The vari- 
ables are: NVAR328 (B=0.065; beta=0.298), IAILNV328 (B=0.097; beta= 
0.342), IB2NV449 (B=0.056; beta=0.420), By (B=0.482; beta=0). It is 
interesting to note that the main role of NVAR408 as an intervening 
variable is to account (in part) for the negative effect on the economic 
growth of the A countries of percentage imports from the Eastern bloc 
countries. The positive main effect of NVAR328 on NVAR408 provides 
evidence for the existence of a positive indirect effect of NVAR328 on 
economic growth. Since the reduced form equation reveals a negative 
indirect effect of NVAR328 on growth, however, this finding is not too 
illuminating. 

The fact that food and raw materials constitute a greater per- 
centage of total imports for the B countries could represent either 
climatic conditions that prevailed in that part of Africa around that 
time or the fact that a relatively larger proportion of the arable land 


of these countries is devoted to cash crop production. The latter 
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interpretation is, of course, consistent with the market dependency 
formulations of the "dependencia" theorists (although they focus on 
exports rather than imports). Either interpretation probably could be 
made of the interaction of NVAR449 with B, in its effect on NVAR408. 
Whatever interpretation is chosen, however, the fact is that little of 
the variance in NVAR408 is explained, and, of the different measures of 
economic power dependency on the core, only IB2NV449 has a significant 
effect. Consequently, we conclude that these findings provide only a 
partial picture of how economic power dependency in the structural 
equation negatively affects growth. (The partial picture results from 
the impact of IB2NV449 on NVAR 408 times the negative effect of NVAR408 
on growth which, as the structural equation shows, is stronger in the 
case of the B. countries.) 

Antecedents of VAR418 (imports of machinery and equipment as a 
percentage of total imports, 1970) (see Table 6-6): The unadjusted and 
adjusted aus for the equation are 0.511 and 0.434, respectively. The 
F-value for the equation is 6.630 which, for 3 and 19 degrees of freedom, 
respectively, is significant using conventional levels of significance. 
In addition, the effects of all the variables in the equation are sig- 
nificant at the .05 level. The variables are: NVAR328 (B=-3.536; 
beta=0.651), LGNP (B=4.882; beta=0.407), and VAR313 (B=-0.615; beta= 
-0.372). The main finding that emerges is a statistical explanation of 
the way in which NVAR 328 (imports from Eastern bloc countries as a 
percentage of total imports) indirectly increases growth. While this 
finding is difficult to interpret it may indicate that trade with the 


Eastern bloc countries is such that these countries are so underdeveloped 
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that they aren't even to the point of importing machinery. The positive 
effect of LGNP makes sense. Relatively well developed countries are 
better able to afford to import machinery and equipment. The negative 
effect of VAR313 (imports from the ex-metropole as a percentage of total 
imports) also is puzzling since this finding presents evidence for the 
existence of a positive indirect effect of VAR313 on growth, whereas 
both the direct effect and indirect effect via NVAR348 are negative. 
Regardless of the interpretation that is attached to individual effects, 
however, what the set of findings shows is that VAR418 is even less 
successful than NVAR408 at providing understanding of how power depend- 
ency negatively affects growth. 

Antecedents of VAR313 (imports from the ex-metropole as a percent- 
age of total imports in 1965) (see Table 6-7): The unadjusted and ad- 
justed nee for the equation are 0.400 and 0.340 respectively. The F- 
value for the equation is 6.675 which, for 2 and 20 degrees of freedom, 
respectively, is significant using conventional levels of significance. 
In addition, the coefficients in the equation are significant at or near 
the 0.05 level. The variables are: IB2NV449 (B=4.142; beta=0.552) and 
NVAR449 (B=3.847; beta=0.295). Since this variable represents where 
imports are from, rather than the absolute amount of imports, we choose 
to regard VAR313 as another measure of the country's power dependency on 
the core. This interpretation is consistent with the fact that import 
ties with the ex-metropole are solely a function of NVAR449 and IB2NV449, 
although the percentage of explained variance could be higher. This 
interpretation, moreover, provides further support of the finding earlier 
of the effect of VAR313 on NVAR348 (aid from the DAC countries as a 


percentage of total aid). 
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The antecedents of NVAR328 (square root of imports from Eastern 


bloc countries as a percentage of total imports in 1965) (see Table 6-8): 


The unadjusted and adjusted Pare for the equation are 0.240 and 0.120, 
respectively. The F-value for the equation is 2.003, which at 3 and 19 
degrees of freedom, respectively, is not significant at even the 0.10 
level, although some of the individual coefficients in the equation 
approach significance. The variables are: NVAR449 (B=-0.376; beta= 


-0.352), A, (B=0.921; beta=0.352), and BL (B=0.907; beta=0.254). Be- 


1 
cause of the low Ro it is perhaps best to regard NVAR328 as making a 
separate contribution to growth, apart from the effects of power depend- 
ency. On the other hand, the finding that NVAR449 is negatively corre- 
lated with trade with Eastern bloc countries is tempting to interpret in 
the context of world system theory. That is, those countries that are 
freer from financial ties with the core are better able to diversify 
their trading relationships. The other finding of interest is the fact 
that a slightly greater percentage of total imports is received by the 
A and B countries. (It is possible that introducing a dummy variable 
that combined both countries would be significant and also would result 
in a significant value of F for the whole equation.) With respect to 
the contribution of NVAR328 in explaining the negative indirect effects 
of power dependency on growth, however, the bottom line is that it pro- 
vides no link between either NVAR449 or IB2NV449 and growth. 

The antecedents of LVAR469 (log of private foreign investment as 
a percentage of GNP in 1967) (see Table 6-9): Although LVAR469 was 


eliminated from both structural and reduced-form equations, we regressed 


it on NVAR449 and IB2NV449 plus LGNP and the measures of world system 
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in order to check on the validity of our interpretation of variation in 
NVAR449 and IB2NV449 as representing variation in private foreign in- 
vestment or foreign-controlled internal investment. The unadjusted and 
adjusted R2"s are 0.563 and 0.519, respectively. The F-value for the 
equation is 12.859, which for 2 and 20 degrees of freedom, respectively, 
is significant using conventional levels of significance, and the effects 
of both variables are also statistically significant. The variables in 
the equation are: NVAR449 (B=0.621; beta=0.616) and IB2NV449 (B=0.239; 
beta=0.412). Thus, over half of the variance in private foreign invest- 
ment is a consequence of NVAR449 and IB2NV449. Although this finding 
could be interpreted as showing that countries with a relatively large 
capital base are more likely to attract foreign investment, we prefer to 
interpret these effects as representing the autoregression of stock in 
private foreign and foreign-controlled investment from one time period 
to the next. The significance of the interaction between B. and NVAR449 
is that the autoregression is stronger in the case of the B, countries. 
This interaction is consistent with our argument that the B, countries 
are more integrated into the modern world system. We would expect that 
the patterns of foreign investment and foreign control of capital forma- 


tion to be more established in such countries. 


Summary 


In summary, there are two models that may be used to specify the 
linkages between private foreign investment and economic growth. Al- 
though the two specifications have similar structural equations, one 
uses 469 etc., the other uses 449 etc. The differentiation of components 


turned on the reduced form of the model. The model chosen includes the 
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transformed versions of VAR449 and IB2NV449, and is the most representa- 
tive model for two reasons. First, it is consistent with our previous 
analyses in that the transformed versions of variables are used where 
the skewedness of the variables suggest that transformation is appropri- 
ate. Second, NVAR449 and IB2NV449 permit the specification of direct 
links between components of the reduced form equation and growth. 

The reduced form of the final model includes initial level of 
development; gross domestic capital formation in 1960; the interaction 
of gross domestic capital formation with the dummy variable for the B, 
countries; and the interaction of these imports with the dummy variable 
for the AL countries. The structural form of the equation for the final 
model does not contain any long-term direct effects of economic power 
dependency on growth. The inclusion of the interaction between position 
B. and gross domestic capital formation results in the exclusion of the 


2 
interaction between the B. countries and imports of food and raw 
materials, and the exclusion of the main effect of DAC aid, which 
constitutes an intervening variable only in the case of the A, countries. 
With respect to the indirect effects indicated by the reduced 

form model, either gross capital formation or private foreign investment 
could have been used to measure the long term negative effects of in- 
vestment dependent. The equation choses uses the transformed version 
of gross domestic capital formation and the interaction term for the B. 
countries and gross domestic capital formation. The other variables 
included in the reduced form equation are initial level of development 


with a strong positive effect on growth, the main positive effect of 


Soviet imports and the negative interaction of Soviet imports with the 
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A, countries. Upon examination of the mediating effects with respect to 
gross domestic capital formation and the interaction of this variable 
with the B., countries, they are by and large due to the effects of these 
variables on DAC aid and the percentage of imports from the ex-metropole. 
Moreover, the regression of the transformed version of private foreign 
investment on its temporal antecedents results in only the gross capital 
formation variables having significant effects. The conclusion that 
these findings lead to is that there exists a constellation of dependency 
variables that hinges on the reference, at different points in time, to 
the connection of peripheral countries to the core. This constellation 
shows the negative effect of this integration. Finally, the long term 
negative effects are indirect in the sense that peripheral countries 
connected to the core in 1960 are likely to be connected similarly in 
PO70:. 

The trade variables, with the exception of raw material and food 
imports, do not mediate between gross domestic capital formation and 
economic growth. The interaction of gross domestic capital formation 
with the B. countries has a positive effect on raw material and food 
imports, and since the negative direct effect of raw material and food 
imports on growth is larger for the B, countries, it is possible to 
specify an indirect effect of gross domestic capital formation on growth 
via raw materials and food inports that is specific to the B, countries. 
The problem is that it is not clear in the reduced form equation if the 


interaction or the main effect of the B, position in the world system 


should come in. Both are consistent with the data. 
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The last effect in the reduced form equation, the main positive 
effect of Soviet imports, results from the fact that these imports are 
negatively related to imports of machinery and equipment. One way in 
which the negative interaction of Soviet imports with the AL countries 
is illustrated is through the positive effect of both variables (Soviet 
imports and ae on imports of food and raw materials. It is not clear, 
however, if the relationship is causal. Therefore, the Soviet variables 
remain an enigma in terms of clearcut indirect effects on growth, how- 
ever the main pattern of dependence variables having positive effects on 
other dependency variables is consistent over the time period studied 
and thereby indicative of at least preliminary support for our choice of 
model. Finally, inspection of the residuals reveals no problems of 


heteroskedsticity once Cameroon is entered as a dummy variable. 
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CHAPTER SEVEN 


SUMMARY AND CONCLUSIONS 


The purpose of this thesis has been to examine the economic 
growth of Black African countries in light of recent findings concerning 
the effects of foreign direct investment, external trade and world- 
system position on growth. In Chapter One, we put the problem ina 
general theoretical context. The studies reviewed reflect the conceptual 
development of the world-system perspective from the Marxist critique of 
conventional economic and socio-political explanations of the prospects 
of Third World development. The main point of contention between the 
classical theories and their critics concerns whether or not Third World 
economic history is best characterized as a replica of the European 
prototype (a smooth, internally-initiated process of progressive struc-— 
tural transformations) or as a unique and discontinuous process that is 
both externally generated and regressive, in the sense that it aborts 
the indigenous sequence and replaces it with a totally inappropriate set 
of transformations. 

In the context of a critique of modernization theory, we dis- 
cussed the recent work of researchers such as Portes (1973a, 1973b, 1976) 
and Delacroix and Ragin (1977, 1978) who, while writing from the point 
of view of modernization theory, have attempted to take the dependency 
theory/world-system perspective into account. This approach appears to 
perpetuate the fundamental mistake of modernization theory for one or 
both of two reasons. It either continues to take the individual as the 


unit of analysis and focuses on individual attitudes and statuses as 
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as independent variables in explaining the degree of individual partici- 
pation in capitalist activities (as Portes does). Or it takes the 
country as the unit of analysis but fails to specify the link between 
individual attitudes, statuses, and behaviors and the properties of the 
countries (as Delacroix and Ragin do). In the case of the world-system/ 
dependency theory perspective, on the other hand, both the theoretical 
and empirical units of analysis are the nation-states viewed within the 
larger context of the world system. 

Africa offers a particularly good example of the compatibility 
of the world system arguments with patterns of contemporary economic 
underdevelopment. Not in any sense underdeveloped at the time of her 
incorporation into the world economy, Africa's developmental process 
became subordinated to the economic and political interests of the major 
western powers via a sequence of regional incorporation that corresponded 
to the needs of the European core. West Africa was the first region to 
be incorporated as the exporter of slaves. Further incorporation 
occurred as the demand for primary products increased along with 
economic and political incentives for large scale cash crop production. 
As the economy of West Africa became geared to the production of export 
crops, the slave trade shifted to East Africa. This shift was followed 
by the discovery of mineral resources, and with the help of huge labor 
reserves, the multinational interests in mining became dominant in 
eastern and southern African economies. 

The inescapable conclusion of the discussion of African history 
is that the classical economics and socio-political sequence of internal- 


ly-generated development is applicable to Africa's economic history only 
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until Africa's eighteenth century incorporation into the world economy. 
At this time, the developmental motor was no longer endogenous. 
Europe's qualitative increase in the demand for slaves, her need for new 
areas of primary production, and her interests in Africa's mineral re- 
sources dictated, to a large extent, where economic incentives were 
directed during the period of Africa's colonial administration. By the 
end of the nineteenth century, the extensive and intensive integration 
of Africa into the world economy had reorganized Africa's exporting 
regions, weakening the African state structure and thereby setting the 
parameters within which Africa's relationships with the rest of the 
world would take place. 

Chapter Two draws the distinction between the comparative- 
historical, dependencia (most commonly found among the Latin American 
specialists), and empirical orientations within the world-system 
perspective. Within the context of the quantitative approaches, a 
further distinction can be drawn between two types of dependency that 
result from incorporation into the world economy: (1) market dependency 
or the strong effect that metropolitan capitalist economies have on an 
underdeveloped economy via links with the world markets, and (2) economic 
power dependency or the subordination of internal decision-making power 
to the decisions of individuals, firms, and agencies based in the 
capitalist metropoles. 

Market dependency is characteristically operationalized in the 
context of trading partner and trade commodity composition, with the 
emphasis on Third World exports. What flows out of the economy, to 


whom, and how much is considered indicative of the susceptibility of a 
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country or region to changes in the world economy that may or may not be 
advantageous to the domestic economy. Moreover, it is argued that the 
transnational linkages established prevent the establishment of internal 
sectoral linkages thereby preventing the domestic economy from gaining 
most of the benefits of increased production. 

Power dependency focuses on the effects of foreign investment and 
aid. It is a study of flows into the underdeveloped economy that are 
purported to establish control structures by which transnational economic 
interests can influence internal economic decisions. The credit compo- 
nent of aid has important implications for dependence that are not often 
considered. For example, interest amortization payments must be met 
regardless of whether or not the projects funded by loans have success- 
fully entered production. Moreover, the selective allocation of aid to 
sectors and industries is an indirect control of economic priorities 
within the underdeveloped economy. The control structure of foreign in- 
vestment is more direct. Foreign direct investment confers ownership. 
Add to this the benefits of transnational financial assets, extra- 
territoriality, tariff-jumping and monopolistic advantage and the 
mechanisms of how internal economic distortions result begin to take 
shape. 

The two important studies that illustrate the power dependency 
approach are Bornschier et al. (1978) and Snyder and Kick (1979). 
Bornschier et al. find, first, short term positive and long term negative 
effects of foreign direct investment on growth. Second, they find an 
interaction of the negative long term effects with the richer developing 


countries. Snyder and Kick operationalize the world system structure in 
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terms of four networks of variables, the most significant of which, 
particularly for Africa, is the network associated with trade. Africa 
is integrated into the world economy primarily through its trade with 
the core. The real utility of Snyder and Kick's blockmodel for our 
purposes is the correspondence between their differentiation between 

A and B peripheral positions and our historical analysis of Africa. 

The B countries are located on and just to the interior of the African 
West Coast. The A countries lie in the geographical regions of Central, 
North, and North-East Africa. In very broad terms, the B countries were 
the first to be incorporated into the capitalist world-system, and the 
A countries were next. 

The methods used to replicate the Bornschier et al findings, to 
include Snyder and Kick's blockmodel partition as a control for world- 
system position, and to integrate the model into the dependency litera- 
ture are discussed in Chapter Three under the headings of research design, 
measurement and analytic strategies. Our research design is a panel 
step-wise regression analysis of cross-sectional data on Black African 
countries. The dependent variable, economic growth is a proxy for de- 
velopment, measured as per cent change in GNP from 1965 to 1973. The 
step-wise regression method was used both as an initial screening device 
for selecting potentially illuminating independent variables and for 
estimating the final models. 

The problems raised by regression analysis include problems of 
(1) nation size, aggregation and heteroskedasticity, (2) multicollinear- 
ity, (3) data inadequacies and (4) sample size. We have controlled for 


the heteroskedasticity in the independent variables that is related to 
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size of nation by norming the variables on the size of the national 
economy. Our procedure for dealing with multicollinearity is to assume 
that highly correlated variables represent measures of the same latent 
variable. The procedural implications of this assumption are that each 
variable is run separately and examined for different results. The 
equation that best represents the theory is the equation chosen. Data 
inadequacies were not a major problem in our analysis because the vari- 
ables examined were standard economic indicators. Where gaps were 
evident in the data, they were distributed among a small, consistent set 
of countries. Although sample size was a problem, we chose to analyze 
a small set of countries on the grounds that the causal mechanisms 
operating in the two extreme African peripheral blocks may differ from 
those that operate in other parts of the world. We suspect that large, 
undifferentiated samples may, in fact, obscure the very mechanisms they 
are intended to study. 

The analytical procedure followed is relatively straightforward. 
First, the main effects of untransformed independent variables on 
economic growth were determined, then the skewed variables were trans- 
formed and differences in the effects were noted. Second, interactions 
between the relevant variables and dummy variables representing world 
system position were examined. This strategy has permitted the elimina- 
tion of variables with insignificant effects from the model. 

As suggested by the empirical literature review, the preliminary 
data analyses are approached by differentiating between variables 
associated with trade and variables associated with foreign investment 


and aid. The two sets are run separately and then combined to compare 
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the effects for the B, and non-B, countries. This procedure allows an 
examination of the differential impact of position in the world system 
on the trade, investment and aid variables. 

Chapter Four outlines the findings for the effects of private 
foreign investment and aid dependence on economic growth. The results 
for the untransformed variables support the Bornschier et al. distinction 
between short term positive and long term negative effects of foreign 
investment. The negative effect of domestic savings (measured by gross 
capital formation as a % GDP in 1960) on growth is resolved within the 
world system framework by treating capital formation as a proxy for PFI 
in 1960. Support for this interpretation is provided by the strong 
positive correlation between domestic capital formation in 1960 and PFI 
in 1967. In the step-wise regression, the magnitude of the effect of 
PFI in 1967 (VAR469) drops as gross capital formation (VAR449) and its 
interaction with the B. countries (IB2V449) are entered; and, the par- 
tial beta that would be associated with the interaction between PFI and 
B. suggests that the main effect of private foreign investment for the 
B. countries may be attributed to the interaction of gross capital 
formation and the B, countries. 

The transformed set yields similar results on the short and long 
term effects of foreign investment on growth. However, the negative 
effect of PFI is not robust for all twenty-seven countries with respect 
to the transformation of the measure of stock of private foreign invest- 
ment; the effect is limited to the B. countries. This interaction is 


consistent with the Bornschier et al. interaction between the negative 


effects of foreign investment and the richer (higher level of initial 
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GNP) underdeveloped countries. 

Although our final model suggests that the apparent spuriousness 
of VAR348 (DAC aid as a % total aid in 1970) or its transformation 
(VAR348) uncovered in Chapter Four may be misleading, the preliminary 
analysis yields a negative short term effect of DAC aid. The preferred 
interpretation of the negative effect of DAC aid on growth as a conse- 
quence of the mediating capacity of DAC aid between the long term 
negative effects of imports from the ex-metropole (VAR313) and stock of 
private foreign investment (NVAR499)on growth (CHANGEGNP) . 

Chapter Five is best read as an exploratory chapter whose final 
conclusions, unfortunately have little carry over to selection of a 
final model in Chapter Six. The procedure followed may be outlined 
briefly. The trade variables were divided into sets: one related to 
partner-composition and the other related to commodity-composition. 
There were analyzed separately and then combined to look at the effects 
of trade-partner variables on trade composition. Although all the 
trade-paztner and two trade composition variables plus the interaction 
of partner and commodity composition with world-system position appear 
in the final model, the preliminary combination of the variables results 
in the effects of trade-partner variables becoming zero and the effects 
of trade commodity remaining high. Rather than summarizing the results 
of this analysis, we merely point out that the results for the B. 
countries bear a stronger resemblance than do the results for the non- 
B. countries, to the role played by the trade partner and trade commodity 
variables in the final model. This fact could be taken as further evi- 


dence that the B., countries are more closely integrated into the core 
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(recall that the image matrix for trade most closely reflected integra- 
tion into the world system, Snyder and Kick, 1979). Thus, in the case 


of peripheral countries, one would expect them to reveal the effects of 


market dependency. 


Discussion 

There are two issues to be raised in this discussion. The first 
is whether the findings are a statistical artifact. In particular, we 
will address the implications of using correlated ratios in the analysis. 
Second, assuming that the findings are meaningful, what do they tell us 
about African underdevelopment? In this context, a few, brief sugges- 
tions for future research may be offered. 

Long (1980:69) concludes a recent article on the use of ratio 
variables by pointing out "that while [a correlation between two vari- 
ables] might reflect a true causal link between [the] ratios, it may 
have arisen simply vecause of errors in measuring their components." 
She goes on to argue that some attempt should be made to assess the 
nature and direction of the biases that operate. Any rigorous attempt 
to do so lies beyond the scope of this thesis. Nevertheless, we will 
spend a few lines discussing the possibility of the bias in the correla- 
tion between various measures of power dependency and growth. 

The finding of a negative long-term effect of power dependency 
on growth rests largely on the small positive correlation between 
CHANGEGNP and the measure of power dependency in question (say NVAR449, 
for the sake of argument). (The negative effect appears when CHANGEGNP 
is regressed on NVAR449, controlling for LGNP.) The question that 


arises is whether the low magnitude of the correlation is a consequence 
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of the negative effect of power dependency on growth or whether it is an 
artifact produced by dependencies among variables of interest (growth 
in domestic capital formation and growth) and the variables used as 
weights (GDP, 1960 and GNP, 1965). The relevance of Long's results to 
this question, however, is indirect because she focuses on the conse- 
quences of the dependency between Y and Z for the correlation of Y/Z 
ratio, whereas we are concerned with the correlation of gross domestic 
capital formation in 1960/GDP in 1960 with the difference between GNP 

in 1973 and GNP in 1965/GNP, 1965. 

In other words, the problems raised by regarding the correlation 
of ratios occurs when the denominator of the ratio (the dependent vari- 
able) and the independent variable are the same. Since the two ratios 
we are interested in (NVAR449 and CHANGEGNP) contain no common terms, 
it is not clear to what extent the problems raised by Long and others 
apply to this analysis. On the other hand, we cannot be completely 
sanguine about these problems since even though there are no formal 
dependencies, the numerator of one ratio is likely to correlate posi- 
tively with the denominator of the other. Clearly, a more definitive 
statement regarding the possible bias in the results awaits further 
methodological work on the problem of analyzing correlations among ratios. 

If these findings are meaningful, what do they tell us about 
African underdevelopment? The results show a clear negative effect of 
power dependency on the growth of African countries. In this context, 
VAR313 (imports from the ex-metropole, 1965) and VAR348 (DAC aid) are 
interpreted as indicators of the extent to which African regions are 


economically tied to (or power dependent on) the core. Similarly 
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NVAR449 (square root of domestic capital formation, 1960) is regarded as 
representing the stock of foreign direct investment from the core. 

While there is no direct evidence, nevertheless, this interpretation is 
consistent with the effects of these variables on NVAR469 and on the 
variables in the structural equation: flows of foreign private invest- 
ment, DAC aid and percent imports from the ex-metropole. 

The substantive reason for regarding gross domestic capital 
formation as a proxy for stock of foreign private investment is tied to 
the historical analysis of Africa's incorporation into the world-system. 
As core interests shifted towards cash-crop production and mineral ex- 
ploitation, first, government and then multinational investment was 
pumped into Africa's export industries. On the other hand, agricultural 
production for the domestic market was allowed to stagnate and/or depend 
on domestic investment and official bilateral and multilateral aid. 
According to the OECD figures and estimates, the stock of DAC-based in- 
vestments in Africa in 1972 was $9.4 billion U.S., an increase of about 
43% over the 1967 estimate of close to $6.6 billion. Although the 
change in aggregate investments in Africa represents a relative decline 
compared to the total percentage growth of world investment stock (60%), 
it should be kept in mind that the accumulated stock of African invest- 
ment provides a substantial basis for the reinvestment of profits made 
by subsidiaries of multinationals back into the industries that proved 
to be the most productive. Much of the GNP of African economies is 
generated in such a fashion. Therefore new foreign investment and con- 
tinued reinvestment of foreign-controlled profits would contribute 


substantially to gross capital formation without necessarily facilitating 
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the beneficial economic linkages usually attributed to accumulated 
domestic savings. 

The thesis has shown that power dependency has a negative effect 
On economic growth and that this effect manifests itself in different 
ways at different points in time. The main finding is a negative in- 
direct effect of gross capital formation, measured in 1960, on economic 
growth via the direct negative effects on growth of imports from the ex- 
metropole, measured in 1965 and DAC aid measured in 1970. In contrast 
to Bornschier et al., who suggest that only the long term effects of aid 
will be negative, negative short term effects were found as well. The 
stability of the incorporation of the African periphery into the world 
system is evident in the effects of gross capital formation and in the 
effects of the interaction of gross capital formation with the B., 
countries on aid (measured in 1970) and imports from the ex-metropole 
(measured in 1965). Moreover, the interaction of power dependency with 
the B., countries suggests that the pattern of incorporation into the 
world system is more clearly established with the region of the periphery 
that has been integrated into the world economy for the longest time. 

What has not been done in thesis, and is a suggestion for future 
research, was to identify the underlying mechanisms by which power 
dependency retards economic growth. Possible variables of interest are 
State strength, secondary school education, class structure and economic 
differentiation, regime type, and political participation. The trade 
composition variables examined in this thesis do not appear to intervene 
between the features of the world system and growth. They are either 


independent effects of antecedent variables, for example, the import of 
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machinery and equipment shows how statistically, trade with the Soviet 
Union and other East European countries has an indirect positive impact 
On economic growth; or, as in the case of the interaction of imports of 
machinery and equipment with the BS countries, the trade composition 
variables appear in interaction terms that either cancel or override 
the main effects. 

In conclusion, this thesis has reviewed and summarized findings 
about two particular types of dependency relationships that exist in the 
world system. The contribution to isolating these relationships empir- 
ically and future research on the underlying mechanisms should be 


accepted as initial steps in the building of a theory of development. 
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